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Mr. HUNTER (during the reading). 
Mr. Chairman, I ask unanimous con-
sent that the modifications be consid-
ered as read and printed in the RECORD. 

The SPEAKER pro tempore. Is there 
objection to the request of the gen-
tleman from California? 

There was no objection. 
The CHAIRMAN pro tempore. Pursu-

ant to House Resolution 247, the gen-
tleman from California (Mr. HUNTER) 
and the gentleman from Missouri (Mr. 
SKELTON) each will control 10 minutes. 

The Chair recognizes the gentleman 
from California (Mr. HUNTER). 

Mr. HUNTER. Mr. Chairman, I yield 
2 minutes to the distinguished gen-
tleman from Pennsylvania (Mr. 
WELDON), chairman of the Sub-
committee on Tactical Air and Land 
Forces, and the vice-chairman of the 
full committee. 

(Mr. WELDON of Pennsylvania asked 
and was given permission to revise and 
extend his remarks.) 

Mr. WELDON of Pennsylvania. Mr. 
Chairman, I thank my chairman for 
yielding time to me. 

If for no other reason, I would ask my 
colleagues to look at this amendment 
en bloc because it contains perhaps one 
of the most significant pieces of legis-
lation that we have passed in this Con-
gress. 

Approximately 1 month ago, 25 Mem-
bers of Congress, including the gen-
tleman from Texas (Mr. EDWARDS) and 
I, introduced the Nuclear Security Ini-
tiative Act of 2003. This bill is the first 
major, comprehensive expansion of our 
efforts to work with the former Soviet 
states to take away the threat of the 
use of weapons of mass destruction. 

The bill authorizes $78 million of 
funding, but, more significantly, in-
cludes a whole vast, new array of en-
gaging the Russians, including the es-
tablishment of a Duma-Congress initia-

tive to focus together on nonprolifera-
tion, the establishment of fellowships 
between the Kurchatov Institute and 
Lawrence Livermore Laboratory to 
focus on nonproliferation, the killing 
in our policy to work with NATO and 
do appropriate cooperative relation-
ships in development and deployment 
of theater missile defenses, to work 
with the Russians on early warning, 
the Ramos program, to expand that, to 
create a Teller-Kurchatov alliance for 
peace to work together, to provide 
more in the inherent accountability 
and transparency on how we spend 
money in Russia to take apart these 
weapons of mass destruction. 

This particular bill, which is in fact 
as it was introduced, H.R. 1719, was en-
dorsed by the Heritage Foundation, the 
Carnegie Endowment for Peace, the 
Nuclear Threat Reduction Initiative, 
Sam Nunn’s group, the Physicians for 
Social Responsibility, all coming to-
gether, along with the Vietnam Vet-
erans Foundation, saying this is the di-
rection we should be moving in. 

My colleagues on both sides of the 
aisle, including the gentleman from 
Maryland (Mr. HOYER) on the minority 
side and the gentleman from California 
(Mr. COX) on the Republican side, are 
original sponsors. 

It is a major step forward, a major 
step forward for this Congress, for this 
body in taking the lead on helping to 
secure these weapons of mass destruc-
tion. I thank the distinguished chair-
man. 

Mr. Chairman, I include for the 
RECORD letters from top Russian lead-
ers thanking this Congress for taking 
this bold step, including one letter I re-
ceived yesterday signed by 30 of the top 
leaders in the Russian Duma thanking 
this Congress for its leadership role in 
helping to provide a vision for a new 
relationship with Russia that goes be-
yond the Nunn-Lugar program, that al-
lows us to truly establish a new frame-
work in dealing with the issues of 

weapons of mass destruction that still 
exists within the bounds of the former 
Soviet states. 

The letters referred to are as follows:
Hon. CURT WELDON, 
Member of Congress, House of Representatives, 

Washington, DC. 
DEAR CONGRESSMAN WELDON. With satisfac-

tion we knew about your new initiative (a 
Bill) towards higher cooperation with the 
Russian Federation on nonproliferation of 
nuclear weapon and other weapons of mass 
destruction. 

We think that the Russian Federation and 
the United States as the countries, which 
possess the biggest inventories of nuclear 
warheads, are responsible to the world future 
in the matter of deterrence and nonprolifera-
tion. 

The especially important role belongs to 
transition of the nuclear warhead industry 
to peaceful aims—development of eco-
logically clean nuclear energy. The Russian 
and American scientists are especially re-
sponsible for this. That’s why establishment 
of the Teller-Kurchatov Alliance for Peace 
may be an important and useful step. It 
would be also extremely important to engage 
students, post-graduates, and young sci-
entists in this work. 

We consider that establishment of the Nu-
clear Treaty Reduction Working Group as a 
subgroup of Duma-Congress Group will help 
to setup an additional control on inter-
national and national programs in this field. 

Dear Mr. Weldon, we wish you success in 
your initiative promotion, and you can 
count on our understanding and assistance. 

With best regards, 
———. 

Hon. CURT WELDON, 
Member Of Congress, House of Representatives, 

Washington, DC. 
DEAR CONGRESSMAN WELDON: We welcome 

your new initiative (a Bill) towards higher 
cooperation with the Russian Federation on 
nonproliferation of nuclear weapon and other 
weapons of mass destruction. 

We believe that the Russian Federation 
and the United Sates specially account for 
the world future in the matter of deterrence 
and nonproliferation being the countries, 
which possess the biggest inventories of nu-
clear warheads. 

The very important matter is to redirect 
the nuclear warhead industry to peaceful 
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aims—development of ecologically clean nu-
clear energy. The especially important role 
belongs to the Russian and American Sci-
entists in this process. That’s why establish-
ment of the Teller-Kurchatov Alliance for 
Peace may be an important and useful step. 
It would be also extremely important to en-
gage students, post-graduates, and young 
scientists in this work. 

We expect that establishment of the Nu-
clear Treat Working Group as a subgroup of 
Duma-Congress Group will help to strength-
en the control on international and national 
programs in this field. 

Dear Mr. Weldon, we wish you success in 
your initiative promotion, and you can 
count on our understanding and assistance. 

Sincerely, 
VASILY F. KUZNETSOV, 
Deputy of the State Duma. 

Hon. CURT WELDON, 
Member of Congress, House of Representatives, 

Washington, DC 
DEAR CONGRESSMAN WELDON. With satisfac-

tion we knew about your new initiative (a 
Bill) towards higher cooperation with the 
Russian Federation on nonproliferation of 
nuclear weapon and other weapons of mass 
destruction. 

We think that the Russian Federation and 
the United States as the countries, which 
possess the biggest inventories of nuclear 
warheads, are responsible to the world future 
in the matter of deterrence and nonprolifera-
tion. 

The especially important role belongs to 
transition of the nuclear warhead industry 
to peaceful aims—development of eco-
logically clean nuclear energy. The Russian 
and American scientists are especially re-
sponsible for this. That’s why establishment 
of the Teller-Kurchatov Alliance for Peace 
may be an important and useful step. It 
would be also extremely important to engage 
students, post-graduates, and young sci-
entists in this work. 

We consider the establishment of the Nu-
clear Treat Reduction Working Group as a 
subgroup of Duma-Congress Group will help 
to setup an additional control on inter-
national and national programs in this field. 

Dear Mr. Weldon we wish you success in 
your initiative promotion, and you can 
count on our understanding and assistance. 

With best regards, 
VALENTINA N. PIVNENKO, 

Chairman of the Committee on the Problems of 
the North and the Far East of the State 

Duma.

Mr. Chairman, I thank the chairman 
for his untiring cooperation, and I 
thank the ranking member for his co-
operation in making sure that together 
we can bring this package forward. 

Mr. SKELTON. Mr. Chairman, I yield 
2 minutes to the gentleman from 
Michigan (Mr. KILDEE).

Mr. KILDEE. Mr. Chairman, I thank 
the gentleman for yielding time to me. 

Mr. Chairman, I rise to support the 
Kline amendment, but I believe we 
need to point out the realities of this 
legislation. 

Mr. Chairman, this amendment pro-
vides the Secretary of Education with 
the authority to waive certain statu-
tory or regulatory provisions relating 
to student aid for higher education to 
benefit our Armed Forces personnel. 

The Committee on Education and the 
Workforce passed the first version of 
this legislation last Congress after the 
attacks of September 11. I applaud the 

gentleman from Minnesota for seeking 
to help our troops, but I believe this 
amendment will still not respond to 
their needs. 

Unfortunately, the Secretary of Edu-
cation has done little to actually help 
our troops with the authority he has 
been granted. The Secretary recently 
granted two waivers under the existing 
HEROS authority, but these waivers 
are going to have very little impact on 
the vast majority of Armed Forces per-
sonnel with student loans. The re-
sponse of the Secretary in this area has 
been inadequate. 

This amendment and existing law 
provide the Secretary with the author-
ity to ensure that those called up for 
active duty in the military are not fi-
nancially disadvantaged, but the stu-
dent loans of servicemen and women 
are still accruing interest while they 
are in armed combat overseas. The 
minimum that can be done for these in-
dividuals is to ensure that interest on 
their student loans do not accrue while 
they are defending their country. Un-
fortunately, the Secretary has not cho-
sen to act in this area. I encourage him 
to do so. 

This amendment is a good first start, 
but it does not directly or forcefully 
address the real needs of our service-
men and women who have student 
loans. I would like to work with the 
gentleman from Minnesota (Mr. KLINE) 
to make sure the Secretary uses the 
authority we grant him. 

Mr. HUNTER. Mr. Chairman, I yield 
21⁄2 minutes to the gentleman from Col-
orado (Mr. HEFLEY), chairman of the 
Subcommittee on Readiness.

Mr. HEFLEY. Mr. Chairman, I would 
like to be recognized for the purpose of 
a colloquy with the gentleman from 
Montana (Mr. REHBERG). 

I have an amendment in here that is 
trying to get rid of the bureaucratic 
difficulty we have of getting fire-
fighting assets of the Air Force Re-
serve focused on a fire early on. The 
law right now, as it is being inter-
preted, says that you must make sure 
that there are no private assets that 
can do it. 

I had a forest fire burning in my 
backyard last summer, 140,000 acres, 
and we had these planes sitting on the 
tarmac and could not take off to go 
help with the fight. 

I believe the gentleman from Mon-
tana (Mr. REHBERG) and some others 
have some questions about this. 

Mr. REHBERG. Mr. Chairman, will 
the gentleman yield? 

Mr. HEFLEY. I yield to the gen-
tleman from Montana. 

Mr. REHBERG. Mr. Chairman, I 
thank the gentleman from Colorado for 
yielding to me. 

I want to express my concerns about 
the potential impact of the Hefley-
Gallegly amendment on the commer-
cial firefighting industry. 

I am aware that action by the FAA 
has caused some surplus aircraft not to 
be certified as flightworthy. This ac-
tion has raised concerns about the 

availability of firefighting resources in 
the approaching firefighting season. 

I am also aware that the U.S. Forest 
Service is addressing ways of exam-
ining the problem, but I believe in the 
short term it is unlikely. I ask if I can 
obtain the gentleman’s assurance that 
in conference on this bill he will work 
with me to address my concerns about 
the potential negative impacts of this 
legislation on the commercial fire-
fighting industry. 

Mr. HEFLEY. I appreciate you bring-
ing up these concerns. I think they are 
legitimate concerns. We have no desire 
to put the private contractors out of 
business. We only have eight planes in 
the Air Force Reserve to do this, and 
they are scattered from coast to coast, 
so there is no way it would put them 
out of business, anyway. 

We have no desire to do that. The 
gentleman has raised a legitimate con-
cern, and I pledge to work with the 
gentleman. It is kind of a dramatic ges-
ture I made there, but I pledge to work 
with the gentleman to try to solve this 
problem in conference. If we do not get 
it solved, I will not let it go through. 

Mr. REHBERG. I thank the gen-
tleman from Colorado. 

Mr. GOODLATTE. Mr. Chairman, 
will the gentleman yield? 

Mr. HEFLEY. I yield to the gen-
tleman from Virginia. 

Mr. GOODLATTE. Mr. Chairman, I 
would like to direct to the chairman of 
the committee, the gentleman from 
California, the concerns that I have as 
chairman of the Committee on Agri-
culture and the gentleman from Cali-
fornia (Mr. POMBO) has. He is the chair-
man of the other committee of concur-
rent jurisdiction with regard to this 
issue. 

We want to raise our strong concerns 
to the way this amendment has pro-
ceeded to the floor, as well as the way 
that the amendment is drafted. We 
have some grave concerns about the 
necessity of it and about the scope of 
it. It may go well beyond what both 
the Committee on Armed Services and 
the Forest Service think is appropriate 
and necessary.

Mr. Chairman, I rise in opposition to the 
Hefley/Gallegly amendment to H.R. 1588, the 
National Defense Authorization Act For Fiscal 
Year 2004. This amendment creates a pilot 
program to improve the use of Air Force and 
Air National Guard Modular Airborne Fire-
Fighting systems to fight wildfires. It should 
come as no surprise to anyone that I support 
strengthening our ability to fight wildfires but 
this amendment is ill-considered. The U.S. 
Forest Service tells me that this authority is 
not necessary and they oppose it as does the 
Office of Management and Budget. This will 
disrupt decades of contractual services pro-
vided by competent private sector participants. 

This amendment is identical to bills that 
were referred primarily to the House Agri-
culture Committee. As Chairman of the com-
mittee of jurisdiction on this issue, I intend to 
address this issue in conference as a con-
feree. However, I would note, notwithstanding 
the comments of the gentleman from Colo-
rado, that he has never discussed this issue 
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with me or members of the committee staff or 
asked that any action be taken by the Com-
mittee on Agriculture.

Mr. HUNTER. Mr. Chairman, will the 
gentleman yield? 

Mr. HEFLEY. I yield to the gen-
tleman from California. 

Mr. HUNTER. Mr. Chairman, I would 
pledge to work to see that we have a 
balanced result coming out of the con-
ference and that we work with the gen-
tleman and the other gentlemen who 
have spoken of this. 

Mr. HEFLEY. Let me just say, I am 
sorry about the procedure, but this bill 
has been sitting in these two commit-
tees for 2 years. We have a fire season 
coming up again, and we need to focus 
all the assets we can. 

When we have a war and when we 
have a blazing fire, and that is a war, 
we want all the assets we can get on it. 
It is predicted we will have 30 percent 
less assets this year than we had last 
year in terms of planes because many 
of the private planes have been ground-
ed, so we need to solve this and we need 
to solve it now, not put it off for an-
other year or two. 

Mr. SKELTON. Mr. Chairman, I yield 
1 minute to the gentleman from New 
York (Mr. ACKERMAN). 

Mr. ACKERMAN. Mr. Chairman, I 
rise in support of the en bloc amend-
ment. 

I want to thank the chairman of the 
committee, the gentleman from Cali-
fornia (Mr. HUNTER) and the ranking 
minority member, the gentleman from 
Missouri (Mr. SKELTON), for their work 
on this year’s National Defense Au-
thorization Act. 

Mr. Chairman, my amendment, 
which is included in the en bloc, is 
short and simple. It encourages the 
Secretary of Defense and the U.S. Navy 
to work with their Israeli counterparts 
to make arrangements for safe port 
visits by the U.S. Sixth Fleet to Haifa, 
and if such arrangements can be made, 
to resume the regular visits to Haifa 
that used to occur. 

To be clear, the amendment does not 
require the resumption of visits by the 
Sixth Fleet to Haifa and does not en-
courage such visits unless appropriate 
means can be agreed upon to protect 
our ships and personnel. 

Mr. Chairman, Israel, like our na-
tion, is confronting terror. The visits 
of our Navy ships to Israel’s chief port 
will send a critical message of support 
and make clear our Nation’s bedrock 
commitment to the survival of the 
only real democracy in the Middle 
East. 

I want to thank the chairman and 
the ranking member for their support, 
and I encourage Members to support 
the amendment.

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the gentleman from Min-
nesota (Mr. KLINE). 

Mr. KLINE. Mr. Chairman, I thank 
the gentleman for yielding time to me. 

Mr. Chairman, I rise in strong sup-
port of this broad amendment before 
us. Included in this package is the text 

of H.R. 1412, the Higher Education Re-
lief Opportunities for Students Act of 
2003, or the HEROS Act. This legisla-
tion passed the House overwhelmingly 
on April 1, and I urge its inclusion here 
to ensure its enactment into law. 

As we know, many members of our 
National Guard and Reserves are also 
students. This amendment will bring 
assurance to those men and women by 
providing the Secretary of Education 
with the authority to waive certain 
rules and requirements to ensure that 
as a result of war, military operation, 
or national emergency, they are pro-
tected from hardship in relation to 
their education or for their student aid 
obligations. It is crucial that our mili-
tary and others are protected while the 
integrity of the student aid programs 
remain intact. 

I thank my colleague, the gentleman 
from Michigan (Mr. KILDEE), for his 
support. I urge all of my colleagues to 
support this amendment, and I thank 
the chairman of the Committee, the 
gentleman from California (Mr. 
HUNTER), for his support here. 

Mr. SKELTON. Mr. Chairman, I yield 
2 minutes to the gentleman from Mas-
sachusetts (Mr. TIERNEY). 

Mr. TIERNEY. Mr. Chairman, I 
thank the gentleman for yielding time 
to me. 

Mr. Chairman, I have introduced the 
Build America Act Amendment, which 
is a step towards ensuring that the 
United States defense jobs are per-
formed by United States defense work-
ers. American defense workers are 100 
percent committed to our Armed 
Forces and to ensuring that America 
has the best-trained, best-equipped, 
and best-led forces in the world. 

Unfortunately, over the past 15 years, 
defense-related employment has fallen 
by 67 percent. That translates into over 
1 million jobs lost. We need to do more 
to reverse this disturbing trend, and we 
must do more on their behalf. 

Just as we in Congress continue to 
fulfill our patriotic promise to our men 
and women in uniform, we must also 
demonstrate our equal commitment to 
those men and women who wear a dif-
ferent kind of uniform, those who 
build, repair, and operate the machines 
that sustain and strengthen our secu-
rity here at home. 

The Build America Amendment, 
which expands the scope of the United 
States defense Industrial Base Assess-
ment Program, seeks information on 
why contracts are transferred outside 
this country and mandates an action 
plan on how this critical sector can be 
revitalized and restored.

b 1715 
The amendment stands in solidarity 

with our workers, finding out where 
jobs have gone and fighting to keep 
them in this country. 

Mr. Chairman, I thank the chairman 
and the ranking member for their fine 
work on this bill and this section in 
particular. 

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the gentleman from the 
great State of Michigan (Mr. UPTON). 

Mr. UPTON. Mr. Chairman, I rise 
today in support of this amendment en 
bloc but particularly to an amendment 
that I offered which supports our Na-
tion’s reservists. 

In the event of a domestic terrorism 
attack this country’s reservists, par-
ticularly the National Guard’s weapons 
of mass destruction team, could be 
called up at any time to protect and 
defend their fellow citizens, working 
with their fellow first responders 
across the country, police and fire-
fighters. It would clarify that the first 
response to a domestic terrorism at-
tack will qualify reservists for hostile 
fire and imminent danger pay. Ulti-
mately, it is a matter of appreciation 
for the service to our Nation’s Reserve 
forces. I hope all of you will join in 
supporting this amendment. 

Mr. SKELTON. Mr. Chairman, I yield 
1 minute to the gentlewoman from 
Ohio (Ms. KAPTUR).

Ms. KAPTUR. Mr. Chairman, I would 
like to thank the fine gentleman from 
Missouri (Mr. SKELTON) for yielding me 
time, the ranking member on Defense, 
and also the chairman, my good friend, 
the gentleman from California (Mr. 
HUNTER), for allowing the inclusion in 
the en bloc amendment, our Buy Amer-
ica Enhancement Provisions as well as 
our Technical Assistance Provisions. 

Let me just say that these dual 
amendments direct and require the De-
partment of Defense to consciously at 
the highest level support the continu-
ation and enhancement of our domestic 
industrial manufacturing capabilities, 
particularly those defense industrial 
companies that are essential to war 
production and face stiff foreign com-
petition. It specifies that when application of 
the Buy American Act is inconsistent with the 
public interest, the Defense Secretary shall not 
consider the provision of any trade agreement 
between the U.S. and a foreign country that is 
in effect at the time of the determination. 

We particularly ask the Department 
of Defense to focus on critical tech-
nologies such as industrial molds, spe-
cial dies and tools, cutting tools and 
machine tools and accessories. Of 
course, in the foundry area, attention 
is needed as well. 

The technical assistance provisions 
and the center that is proposed will 
also require the Department to reach 
out to the over 7,000 such firms in our 
country that comprise our defense in-
dustrial base, many of them small and 
medium sized companies, and connect 
them directly to the Department of De-
fense so that contracts and sub-
contracts have broad application, and 
small and medium size businesses are 
included. 

The dual amendments thus require both a 
‘‘topdown’’ and ‘‘bottomup’’ approach by the 
Department to engage this critical sector of 
U.S. defense manufacturing. 

I also want to thank the gentleman 
from Illinois (Mr. MANZULLO) and the 
gentlewoman from New York (Ms. 
VELÁZQUEZ) for their wonderful inves-
tigative work on the Committee on 
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Small Business that has supported 
strongly the necessarity for these pro-
visions.

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the distinguished gen-
tleman from Connecticut (Mr. SIM-
MONS), who is a member of the com-
mittee and has a great defense back-
ground. 

(Mr. SIMMONS asked and was given 
permission to revise and extend his re-
marks.) 

Mr. SIMMONS. Mr. Chairman, I 
thank the gentleman for yielding me 
time. I support this amendment whole-
heartedly in part because it contains a 
provision requesting a report from the 
Secretary of Defense which I have re-
quested dealing with the issuance of se-
curity clearances and updates on secu-
rity clearance for defense workers. 

My district has literally thousands of 
defense workers producing the very 
best submarines in the world. But 
under a recently passed law which we 
refer to as the Smith Act, some of 
these workers run the risk of losing 
their clearances for activities that 
took place many, many years ago and, 
yet, under the provisions of the Smith 
Act, may result in denial of a clearance 
which for them results in denial or loss 
of a job. 

I look forward to the report which 
this amendment requests so that we 
can work to eliminate this unintended 
consequence of the Smith Act.

Mr. Chairman, I rise today in support of the 
en bloc amendment being offered by Chair-
man DUNCAN HUNTER. 

This amendment contains many important 
provisions. It includes language I authored to 
require the Secretary of Defense to report to 
Congress on the granting or renewal of secu-
rity clearances for Department of Defense per-
sonnel and defense contractor personnel. 

Those Members of Congress with Depart-
ment of Defense contractors in their districts 
know the importance of a security clearance to 
the men and women who work for those con-
tractors. As someone who has held a TOP 
SECRET clearance for over 30 years, I fully 
understand the importance of issuing these 
clearances to defense contractors and their 
employees. 

My district is home to Electric Boat where 
thousands of hard working people show up 
every day to design and build the finest sub-
marines in the world. Every 5 years Electric 
Boat workers are put through a necessary re-
view of their security clearances, which I sup-
port.

Unfortunately, a recent law contained lan-
guage commonly known as the ‘‘Smith Act’’ 
which requires any person convicted of a 
crime and sentenced to one year or more in 
jail to be automatically disqualified from hold-
ing a security clearance. The law does not 
take into account whether the individual actu-
ally served the sentence. But, the law says 
conviction means no clearance, and no clear-
ance means no job. 

Mr. Chairman, over the past year many 
highly skilled veteran workers from Electric 
Boat have appeared at my district office, 
frightened that a conviction in their youth will 
suddenly come back to haunt them and cost 
them their job. These are men and women 

who have often held their security clearances 
for over 20 years. But because of the Smith 
Act, those clearances are now in jeopardy. 

These working men and women have fami-
lies and contribute positively to their commu-
nities, both in eastern Connecticut and around 
the nation. And at Electric Boat they have 
been safely and securely building the best 
submarines in the world for the U.S. Navy for 
over 100 years! 

There are similar stories in other defense 
contractor facilities around this great nation. 
While the intention of the ‘‘Smith Act’’ was 
good, it is time to re-examine this law and see 
if there are more effective ways to update and 
issue these security clearances. 

My amendment does just that. It simply re-
quires the Department of Defense to report 
back to Congress within 60 days with rec-
ommendations for legislation or administrative 
steps the Secretary of Defense considers nec-
essary to better carry out the business of 
granting and renewing security clearances. 

In searching for solutions to this problem, I 
am pleased to have the support of both man-
agement and labor. Both parties are well 
aware of the importance of security clearances 
to the defense industry and the dramatic im-
pact the loss of a clearance has on their em-
ployees. 

Today I am pleased to share letters from 
both the President of Electric Boat and the 
President of the Metal Trades Council of New 
London County. Both letters express support 
for my efforts to improve the Smith Act. I ask 
unanimous consent that these letters be in-
serted into the RECORD. 

In closing, let me thank Chairman HUNTER 
and his staff for working with me on this im-
portant amendment. I appreciate their recogni-
tion of the need to review the unintended con-
sequences of the Smith Act. 

Finally, I look forward to reviewing the rec-
ommendations from the Department of De-
fense and working with both the Pentagon and 
my colleagues on the Armed Services Com-
mittee to craft a reasonable solution to this 
problem.

METAL TRADES COUNCIL OF 
NEW LONDON COUNTY, 
Groton, CT, May 15, 2003. 

Hon. DUNCAN HUNTER, 
Chairman, House Armed Services Committee, 

U.S. House of Representatives, Rayburn 
House Office Building, Washington, DC. 

DEAR CHAIRMAN HUNTER: It has come to my 
attention that Congressman Rob Simmons is 
currently working with you and your staff 
on ways to improve Section 986(c)(1) of title 
10 USC, also known as the ‘‘Smith Act.’’ As 
the president of the Metals Trade Council 
union at Electric Boat in Groton (CT), I am 
writing today to share my strong support of 
Mr. Simmons’s proposed changes to the Act. 

As you know, the purpose of the Smith Act 
is to ensure that individuals who have been 
convicted of a serious crime are not given a 
Defense Security Service (DSS) security 
clearance at controlled industrial areas like 
Electric Boat. Under the Act, any person 
convicted of a crime and sentenced to im-
prisonment for greater than one year is 
automatically disqualified from a security 
clearance. Unfortunately, I have seen first-
hand the unintended consequences of the 
Smith Act. 

All too often, an Electric Boat employee, 
whose security clearance is being reviewed, 
is denied a clearance renewal because of a 
minor criminal offense where the individual 
was sentenced to more than one year in pris-
on, yet served little or no jail time. Sadly, 
losing a clearance means losing a job. 

Many of these working men and women 
have received their clearances prior to the 
implementation of the Smith Act and have 
been on the yard for more than 20 years. 
They are skilled workers, proud of their 
work and their country. And while I support 
efforts to protect controlled industrial areas 
through tougher scrutiny of clearances, I 
would urge you to strongly consider the pro-
posed changes that Congressman Simmons 
has drafted. These improvements to the 
Smith Act will go a long way toward saving 
the jobs of numerous laborers at Electric 
Boat. 

Thank you for taking my thoughts into 
consideration. We at Electric Boat appre-
ciate everything that you and your Com-
mittee have done for the submarine capital 
of the world. 

Sincerely, 
KENNETH DELACRUZ, 

President. 

GENERAL DYNAMICS, 
Groton, CT, May 15, 2003. 

Hon. DUNCAN L. HUNTER, 
Rayburn House Office Building, Washington, 

DC. 
DEAR MR. HUNTER: Electric Boat Corpora-

tion enthusiastically supports the efforts of 
Congressman Robert Simmons to amend 
TITLE 10 > Subtitle A > Part II > chapter 49 
> Sec. 986, Title: ‘‘Security Clearances limi-
tations’’ (The ‘‘Smith Amendment’’). In par-
ticular we support the proposed change to 
Paragraph (c)(1) which presently states: 

‘‘Persons Disqualified From Being Granted 
Security Clearances—A person is described 
in this subsection if any of the following ap-
plies to that person: (1) The person has been 
convicted in any court of the United States 
of a crime and sentenced to imprisonment 
for a term exceeding one year.’’

Electric Boat supports Congressman Sim-
mons’ proposal that the language in Para-
graph (c)(1) be changed to reflect that an in-
dividual be disqualified from being granted a 
security clearance if they have been con-
victed in any court of the United States of a 
crime and subsequently served a sentence of 
a year and a day or greater. 

Electric Boat supports retaining the other 
three disqualifying categories in Section (c). 

Electric Boat Corporation is a DOD con-
tractor performing on classified contracts 
for the United States Navy. Our primary 
business focus is the design, manufacture 
and maintenance of United States Navy nu-
clear submarines. The nature of our con-
tracts, and the type of work we perform, re-
quires that virtually all 10,000 employees be 
eligible to receive and maintain a DOD secu-
rity clearance. In accordance with the re-
quirements of the Defense Industrial Secu-
rity Clearance Program, individuals who 
hold an active clearance must undergo a 
‘‘periodic reinvestigation’’. The Smith 
Amendment in its present form adversely af-
fects Electric Boat because it states that the 
‘‘. . . Department of Defense may not grant 
or renew a security clearance for a person to 
whom this section applies.’’ Unfortunately, a 
number of Electric Boat employees who hold 
active/final DOD clearances either are, or 
will be, negatively impacted by this law. In 
those instances, although ‘‘sentenced’’ dur-
ing judicial proceedings, they actually 
served no time or less than one year due to 
the circumstances of the law in their par-
ticular cases. They should not now be penal-
ized (in many cases years later) under legis-
lation that was passed without considering 
this important distinction. 

In the interest of fairness for Electric Boat 
employees, and many other employees of de-
fense contractors who are adversely affected 
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by this law, Electric Boat supports Congress-
man Simmons’ recommended amendments to 
this legislation. 

M.W. TONER, 
President.

The following is an example of an Electric 
Boat employee who is subject to lose her 
DOD Secret clearance as a result of the 
Smith Act. This individual was identified be-
cause her clearance was up for renewal/peri-
odic reinvestigation. 

Example (1): This employee is a valued 
member of management as a trade super-
intendent in the shipyard. She began her em-
ployment in the trades as a welder in 1974. 
Before starting work with Electric Boat in 
1974, the individual was convicted of a drug 
offense and sentenced to 18 months. The sen-
tence was suspended, she was placed on pro-
bation, and she never served any time in jail. 
The individual has an outstanding work 
record over the course of the last 29 years. Of 
greatest significance, she has held a DOD Se-
cret clearance for virtually all of her period 
of employment and has had her clearance 
status periodically reinvestigated several 
times without an issue.

Mr. SKELTON. Mr. Chairman, I yield 
1 minute to the gentleman from New 
York (Mr. NADLER). 

Mr. NADLER. Mr. Chairman, I thank 
the gentleman for yielding me time. I 
thank the chairman and ranking mem-
ber for including in this en bloc amend-
ment, which I support, my amendment 
which I will address now. 

Mr. Chairman, the greatest danger 
this country faces is that al Qaeda or 
some other terrorist group will get nu-
clear weapons. The greatest danger of 
that happening is that they will get 
weapons grade material from the 
former Soviet Union, which has enough 
weapons grade plutonium and uranium 
to manufacture 40,000 nuclear weapons 
lying around, not guarded properly and 
subject to theft or sale on the black 
market. 

What we ought to do is buy all this 
material from the Russians from be-
tween 25 to $30 billion so we can take 
possession of it and protect it from 
theft or sale. 

My amendment requires the Sec-
retary of Defense to submit a study to 
Congress examining the costs and bene-
fits of purchasing all the ex-Soviet 
Union’s weapons grade plutonium and 
uranium in fiscal year 2005 and safe-
guarding it from smuggling or theft 
until it can be rendered unusable for 
weapons. 

I am glad that this study of doing 
what I regard as essential to protect 
this country from the possibility of al 
Qaeda having a nuclear weapon with 
which to attack us is included in this 
amendment and I, therefore, support it. 

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the gentleman from Ne-
vada (Mr. PORTER). 

(Mr. PORTER asked and was given 
permission to revise and extend his re-
marks.) 

Mr. PORTER. Mr. Chairman, I rise 
today to thank the chairman for in-
cluding my amendment. The Defense 
Department conducts studies on the ef-
fects of perchlorate on human beings. 
Perchlorate, a major ingredient in 
rocket fuel and other military ord-

nance, has been found in the water of 
many western States, including my 
district in Nevada, as well as the chair-
man’s home State of California. 

The EPA is currently in the process 
of determining a safe amount of per-
chlorate in drinking water, but right 
now no one knows if even a level of one 
part per billion is safe. What level of 
perchlorate is found will have a major 
impact in the water districts, costing 
them potentially billions of dollars in 
technology to meet the standards. 

I must add there can be no substitute 
for clean drinking water for children. 
And whatever level is found to be safe, 
Congress must help our communities 
to meet this need. The major source of 
perchlorate comes from current and 
former defense industrial sites, includ-
ing in my district. The Department of 
Defense is potentially liable for the 
cost of perchlorate cleanup at some or 
all of these sites. Given that, and the 
perchlorates primarily were made for 
DOD orders, it is only fair that the De-
partment contribute to the ongoing ur-
gent research on the possible health ef-
forts of this chemical.

I rise today to thank Chairman HUNTER for 
including my amendment requiring the De-
fense Department to conduct studies on the 
effects of perchlorate on human beings. 

Perchlorate, a major ingredient in rocket fuel 
and other military ordnance, has been found in 
the water of many Western States, including 
my district of Nevada, as well as in the Chair-
man’s home state of California. 

The Environmental Protection Agency is 
currently in the process of determining the 
safe amount of perchlorate in drinking water, 
but right now no one knows what, if any, level 
above 1 part per billion is safe. 

What level of perchlorate is found safe will 
have a major impact on water districts, costing 
them potentially billion of dollars in technology 
to meet new standards. 

I must add that there can be no substitute 
for clean drinking water for children, and that 
whatever level is found to be safe, Congress 
must provide the help our communities need 
to achieve this. 

The major source of perchlorate comes from 
current and former defense industrial sites, in-
cluding my district. 

The Department of Defense is potentially 
liable for the cost of perchlorate cleanup at 
some or all of these sites. Given that, and that 
perchlorates primarily were made for DoD or-
ders, it is only fair that the Department con-
tribute to the ongoing, urgent research on the 
possible health effects of this chemical. 

The Senate Armed Services Committee has 
already passed, with a bipartisan majority, 
identical language to my amendment. I thank 
the Chairman for including this amendment 
and look forward to working with him in the fu-
ture.

Mr. HUNTER. Mr. Chairman, how 
much time remains? 

The CHAIRMAN pro tempore (Mr. 
LAHOOD). The gentleman from Cali-
fornia (Mr. HUNTER) has 11⁄2 minutes re-
maining. 

Mr. SKELTON. Mr. Chairman, may I 
make the same inquiry. How much 
time do we have left? 

The CHAIRMAN pro tempore. The 
gentleman from Missouri (Mr. SKEL-
TON) has 4 minutes remaining. 

Mr. SKELTON. Mr. Chairman, I yield 
11⁄2 minutes to the gentlewoman from 
California (Mrs. CAPPS). 

Mrs. CAPPS. Mr. Chairman, I thank 
my colleague for yielding me time. I 
wish to engage the distinguished gen-
tleman from Nevada (Mr. PORTER) in 
colloquy to clarify his amendment 
which is included in the en bloc amend-
ment. 

This amendment requires the Sec-
retary of Defense to reach an agree-
ment with another Federal entity nam-
ing the National Institutes of Health 
and the Centers for Disease Control as 
preferred candidates to conduct an 
independent epidemiological study of 
the effects of perchlorate on humans. It 
is my understanding that this study 
would not be done by the Department 
of Defense or the Department of En-
ergy; am I correct? 

Mr. PORTER. Mr. Chairman, will the 
gentlewoman yield? 

Mrs. CAPPS. I yield to the gen-
tleman from Nevada. 

Mr. PORTER. That is correct. 
Mrs. CAPPS. It is also my under-

standing that the gentleman’s inten-
tion in requiring this independent Fed-
eral study of perchlorate is to add to 
the scientific database on this chem-
ical. I understand that your amend-
ment is not intended to delay the set-
ting of a drinking water standard for 
perchlorate or to delay any cleanup at 
any site that may have perchlorate 
contamination. Is my understanding 
correct? 

Mr. PORTER. That is correct. 
Mrs. CAPPS. Mr. Chairman, I thank 

the gentleman from Nevada (Mr. POR-
TER) for this clarification. 

Mr. HUNTER. Mr. Chairman, I yield 
a challenging 15 seconds to the gen-
tleman from Georgia (Mr. KINGSTON). 

Mr. KINGSTON. Mr. Chairman, I 
thank the gentleman for such a gen-
erous allocation of time. I just want to 
say this is probably the most impor-
tant amendment because I have his and 
the ranking member’s support. All it 
says is in the event of BRAC, if they 
close down a base, the roads will stay 
open to the local folks, and that will be 
very important to offset the impact of 
a base closure.

Mr. SKELTON. Mr. Chairman, I yield 
1 minute to the gentlewoman from 
California (Ms. WOOLSEY). 

Ms. WOOLSEY. Mr. Chairman, I want 
to thank the ranking member and the 
chairman for working with me and my 
colleagues, the gentleman from Iowa 
(Mr. LEACH) and the gentleman from 
Pennsylvania (Mr. PLATTS), to include 
our amendment in the en bloc amend-
ment. 

Our partisan Sense of the Congress 
amendment calls on the Department of 
Defense to have an institution devoted 
to studying peacekeeping operations 
and preparing our troops for future 
peacekeeping missions. We have con-
stantly bore witness to the dramatic 
challenges facing our troops right now 
in Afghanistan and in Iraq as they 
work to secure the peace, from acting 
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as traffic cops to feeding hungry 
crowds. 

Our amendment aims to ensure that 
these troops are prepared for peace as 
much as they are ready for war. 

Mr. HUNTER. Mr. Chairman, I move 
to strike the last word. 

Mr. Chairman, I yield 4 minutes to 
the gentleman from Michigan (Mr. 
ROGERS), who has a presentation he 
wants to make. 

Mr. ROGERS of Michigan. Mr. Chair-
man, I have an important story to tell 
in a very brief time. 

The person you will see here is 
named Hannan Shahib, a young girl, 15 
years old, was injured, burned severely 
in coalition bombings. Because of the 
heroic action of our military soldiers 
on the ground, she was able to survive 
this, keep her arm due to their great 
work, and is now at the University 
Hospital in Michigan receiving treat-
ment. 

We have been after the DOD for some 
time to help us facilitate more of these 
injured Iraqi children. And I will tell 
you, when this gal got up off the 
stretcher to walk to that airplane all 
on her own, all of these soldiers in that 
tent, and I happened to be there that 
day, there were cheers and tears and 
every one of those soldiers realized 
that they were there as liberators and 
not conquerors. 

But I tell you what, Mr. Chairman, 
when we went to the Department of 
Defense, the bureaucrats down the 
road, the only tears were frustration. 
We are getting calls now from different 
military medical providers in Iraq ask-
ing for help. We cannot get any help 
out of the bureaucrats down the road. 
For 3 days, Northwest Airlines, Immi-
gration, Department of State, private 
sector came together to make this hap-
pen. It took 3 weeks, 3 weeks for the 
Department of Defense to even make a 
decision to let her ride on an airplane 
to Frankfurt, Germany. We have lost a 
little girl we were working on this 
weekend. She was 7 years old. If they 
had only made a decision, just given us 
a decision, she might be alive today, in 
the good care of an American hospital 
today. 

Two hundred people of Hannan’s fam-
ily showed up that day to whisk her off 
and wish her well. They were crying 
and cheering and praising the United 
States of America. We need to do this. 

We need to do this. We can do this. 
We need to show the Iraqi people that 
our muscles are big, but our hearts and 
our compassion are bigger. The soldiers 
on the ground are doing heroic work 
every day; and they are asking us, 
Members of Congress, to help them out. 
We need to nudge the folks down there 
in the ivory tower, tell them to not 
worry about the wax that is on the 
floor; but tell them to start worrying 
about the soldiers in the dust making 
these kinds of things happen. They are 
identifying these children. We can help 
them, but we need DOD to help. We 
need to get them out of Baghdad to a 
commercial airport so we can get them 
here. All the rest is paid for. 

The American people have stood up 
and said, We are going to help these 
kids. We have two burn centers around 
the country standing by ready to go, 
free of charge to the Federal Govern-
ment because they feel so strongly that 
this is important and we need to have 
it happen. We have talked to as many 
people as we possibly could, Mr. Chair-
man, over there at the Department of 
Defense, and we have asked for help. 

As I stand here today, this has been 
2 weeks since she has been here; and by 
the way, those doctors were able to 
save her arm. Had she been there one 
more day, she would have lost her arm. 
Her mother told me just the other day 
this last weekend that when she calls 
home there are other folks who are 
there getting ready to lose their limbs. 
This is only due to a lack of decision 
on behalf of the Department of De-
fense. 

The military folks on the ground are 
doing the right thing. They are stand-
ing up. They are showing compassion. 
They are reaching out. We need to do 
this, Mr. Chairman. We need an answer 
from DOD. We need them to stand up 
and do the right thing and stand up for 
these soldiers in the field who are 
doing miraculous things. 

Mr. HUNTER. Mr. Chairman, how 
much time do we have left under the 
striking request? 

The CHAIRMAN pro tempore. The 
gentleman has 11⁄2 minutes remaining. 

Mr. HUNTER. Mr. Chairman, how 
much time do I have under my regular 
time? 

The CHAIRMAN pro tempore. The 
gentleman has 11⁄4 minutes remaining. 

Mr. HUNTER. Mr. Chairman, I yield 
11⁄2 minutes to the gentleman from 
Washington (Mr. DICKS). 

(Mr. DICKS asked and was given per-
mission to revise and extend his re-
marks.)

Mr. DICKS. Mr. Chairman, I want to 
thank the chairman and the ranking 
member. 

The amendment I am offering today 
is straightforward and noncontrover-
sial. It would authorize the Secretary 
of the Navy to transfer a small parcel 
of land to the city of Bremerton, Wash-
ington, my hometown in my district. 

The property in question sits on the 
eastern end of the Puget Sound Naval 
Shipyard and has been determined to 
be surplused on the Navy’s immediate 
and future needs. It has been used in 
the past several years largely as a 
laydown area for steel. The shipyard 
has found ways to reduce its inventory 
of steel and transferred the storage of 
this material closer to the machine 
shop where it is used.

b 1730 

The property is not well positioned 
for any other shipyard function, and 
the installation would prefer not to 
pay for the upkeep of the property in 
an empty condition. 

The City of Bremerton has proposed 
to use the property for a Maritime 
Park and Naval Museum, functions 

that are consistent with the security 
needs of the Navy industry and which 
enhance the mission of the shipyard. 
The shipyard is also acquiring other 
property in the City for security pur-
poses. The conveyance of this unneeded 
property will keep the shipyard foot-
print from growing substantially and 
avoid increasing the maintenance costs 
of the installation to the Navy. 

The amendment includes provisions 
for the city to compensate the Navy 
through renovations to Navy property 
acceptable to both sides. Mr. Chair-
man, this amendment is good for the 
Navy and good for the taxpayer. I urge 
my colleagues to support it and to sup-
port the en bloc amendments.

Mr. SKELTON. Mr. Chairman, I yield 
1 minute to the gentleman from South 
Carolina (Mr. SPRATT). 

(Mr. SPRATT asked and was given 
permission to revise and extend his re-
marks.) 

Mr. SPRATT. Mr. Chairman, the rule 
did not make in order an amendment 
that I sought with respect to coopera-
tive threat reduction, but it does make 
in order an amendment offered by my 
good friend, the gentleman from Penn-
sylvania (Mr. WELDON), and I am here 
to offer my support for his amendment, 
which is included in the en bloc amend-
ment. 

This amendment is drawn from legis-
lation introduced earlier this year by 
the gentleman from Pennsylvania, the 
Nuclear Security Initiative Act, which 
I was proud to cosponsor. As the gen-
tleman from Pennsylvania said, this 
bill was in the works for a long time, 
and I can attest to that. In fact, parts 
of it come from provisions I introduced 
in prior years. 

I commend the chairman of our com-
mittee for allowing this to be made in 
order, including it in the en bloc. I 
think it is a positive addition to the 
bill, and I encourage support for the en 
bloc amendment.

The rules governing debate on this defense 
bill did not make in order an amendment I of-
fered with Rep. SCHIFF that would have re-
stored the President’s request on Cooperative 
Threat Reduction (CTR) programs by striking 
several provisions in the committee bill. Like 
the Administration, I believe these committee-
added provisions will hamstring the program 
unnecessarily. 

I was disappointed not to have the chance 
to debate the amendment, and I plan to work 
to strike those provisions in conference. And if 
I may, Mr. Speaker, I’d like to enter into the 
RECORD an excerpt from today’s Statement of 
Administration Policy on the committee bill. 

The rule did, however, make in order an 
amendment offered by my friend from Penn-
sylvania, Mr. WELDON, and I am here to offer 
my support. This amendment is drawn from 
legislation introduced earlier this year by Rep. 
WELDON, the ‘‘Nuclear Security Initiative Act,’’ 
which I was proud to cosponsor. As Mr. 
WELDON likes to say, the bill was in the works 
for a long time, and I can attest to that—in 
fact, it includes some provisions I introduced 
in prior years with my colleague Rep. ELLEN 
TAUSCHER. 

Like the bill, the Weldon amendment calls 
for enhanced cooperation between the U.S. 
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and Russia to reduce the threat posed by 
weapons of mass destruction, and establishes 
what should be useful tools for improved col-
laboration toward that end. 

It calls for some important studies, too, in-
cluding an examination by the National Acad-
emy of Sciences of the effect on CTR and 
other non-proliferation programs of the myriad 
congressional oversight measures that have 
been established over the past several years. 

I must confess I have mixed feelings about 
reducing the President’s request for CTR, 
even by the modest amount contained in the 
Weldon amendment, but as the funds are pro-
posed to be shifted into the Department of En-
ergy’s companion threat reduction program, I 
can support it. And the amendment on bal-
ance, like the Weldon-Edwards-McHugh-Spratt 
bill it is drawn from, should strengthen our 
threat reduction and non-proliferation pro-
grams. 

I urge support of the Weldon amendment.
Mr. Chairman, I provide for the 

RECORD the statement of administra-
tion policy with respect to cooperative 
threat reduction.

From the Statement of Administration 
Policy issued May 22, 2003 Executive Office of 
the President Office of Management and 
Budget Page 3: 

‘‘Nonproliferation and Cooperative Threat 
Reduction The Administration appreciates 
full funding of the CTR budget request, but 
is very concerned about requirements im-
posed by the Committee that would hinder 
DOD’s and DOE’s ability to implement more 
rigorously and effectively Cooperative 
Threat Reduction (CTR) and Nuclear Non-
proliferation activities. Furthermore, H.R. 
1588 would limit the President’s flexibility to 
apply CTR resources to the most pressing 
nonproliferation challenges in support of the 
Global War on Terrorism and would not clar-
ify that DOE has the authority to carry out 
such activities outside states of the former 
Soviet Union.’’

Mr. HUNTER. Mr. Chairman, I re-
serve the balance of my time. 

Mr. SKELTON. Mr. Chairman, I yield 
30 seconds to the gentleman from Ohio 
(Mr. RYAN). 

Mr. RYAN of Ohio. Mr. Chairman, I 
thank the gentleman for yielding me 
this time, and I also thank the chair-
man of the committee for all his help 
with the provisions in this bill on 
strengthening the industrial base. 

I also wanted to quickly comment on 
the Tierney amendments, which is in-
cluded in here, which will allow us to 
find out why the contractors are leav-
ing the United States. The average tax-
payer pays $1,000 a year that goes to 
building up our own industrial base, 
and I think the least we can do is make 
sure that those jobs are employed here 
in the United States. 

I want to thank the chairman for all 
his work and also thank the ranking 
member, the gentleman from Missouri 
(Mr. SKELTON). 

Mr. SKELTON. Mr. Chairman, I move 
to strike the last word. 

Ms. JACKSON-LEE of Texas. Mr. 
Chairman, will the gentleman yield? 

Mr. SKELTON. I yield to the gentle-
woman from Texas. 

Ms. JACKSON-LEE of Texas. Mr. 
Chairman, I thank the ranking mem-
ber, the gentleman from Missouri (Mr. 

SKELTON), for yielding to me, as well as 
the gentleman from California (Mr. 
HUNTER) and the staff for their hard 
work. 

Mr. Chairman, I have an amendment 
that is part of the en bloc amendment 
that I wish to speak on at this time. 
Mr. Chairman, this challenge that I 
give is one that I hope will be not only 
instructive but it will open the doors of 
opportunity, and that is, of course, to 
small, minority and women-owned 
businesses. My amendment directs the 
Secretary of the Department of De-
fense to commission a study on the fea-
sibility of using small, minority-owned 
businesses and women-owned busi-
nesses in the United States’ efforts to 
build and rebuild Iraq. 

This is an operation that will cost 
billions of dollars. Obviously, as we 
look toward the future of peace-
keeping, America asks the question of 
when, why and how, and would it not 
be better to ensure that the backbone 
of America’s economy, small busi-
nesses, medium-sized businesses, mi-
nority businesses, and women-owned 
businesses are part of the rebuilding of 
Iraq? 

It is well-known that the culture of 
many of our nations in the Arab com-
munity are interested or have been 
used to dealing with smaller and more 
localized businesses. The business-to-
business contact providing the oppor-
tunities to contract on behalf of the 
United States and to do the work in 
Iraq would be miraculous and out-
standing. In looking at the work that 
has been distributed by the Depart-
ment of Defense in 2001, the most re-
cent statistics, we see that only $300 
million is going to what we call hub 
zone businesses. I believe this amend-
ment is going to be instructive and 
constructive. 

Mr. Chairman, this is a study, but I 
hope that we can work through con-
ference to be able to work harder on 
language that would really outreach to 
our small businesses, and I appreciate 
the gentleman’s assistance as we move 
toward conference. 

Mr. SKELTON. Reclaiming my time, 
Mr. Chairman, I thank the gentle-
woman; and she can be assured that we 
will work very hard to keep the provi-
sions in the bill. 

Ms. JACKSON-LEE of Texas. Mr. 
Chairman, if the gentleman will con-
tinue to yield, as I indicated, this fo-
cuses on small businesses, giving the 
opportunity to develop relationships 
and help rebuild Iraq. I hope we can 
strengthen it in conference and work 
with the chairman as we do so.

Mr. Chairman, I propose an Amendment to 
H.R. 1588, the ‘‘National Defense Authoriza-
tion Act For Fiscal Year 2004.’’

Under my amendment, ‘‘The Secretary of 
Defense shall commission a study of the feasi-
bility of using small businesses, minority-
owned businesses, and women-owned busi-
nesses in the United States’ efforts to rebuild 
Iraq. The study shall include the development 
of outreach procedures to provide, to small 
businesses, minority-owned businesses, and 

women-owned businesses, information on par-
ticipating in rebuilding Iraq.’’

The purpose of this amendment is to direct 
the Secretary of the Department of Defense to 
commission a study of the feasibility of using 
small, minority-owned businesses, and 
women-owned businesses in the United 
States’ efforts to rebuild Iraq. The study will 
develop outreach procedures to provide infor-
mation on participating in rebuilding Iraq to mi-
nority-owned businesses and women-owned 
businesses. 

During the course of cooperative discus-
sions with the leadership of the House of Rep-
resentatives’ Armed Services Committee, it 
was agreed that the language of my amend-
ment would better serve the needs of the 
small, minority, and women-owned business 
community if there were revisions. 

My revised amendment would read, ‘‘The 
Secretary of Defense shall ensure that out-
reach procedures are in place to provide infor-
mation to small businesses, minority-owned 
businesses, and women-owned businesses re-
garding Department of Defense requirements 
and contract opportunities for the rebuilding of 
Iraq. 

Both the Majority and Minority Party leader-
ship agreed to work in conference to include 
the revised language in the final passage of 
the bill. This is a better formulation of the lan-
guage of the amendment, and it protects 
small, minority, and women-owned businesses 
from unnecessary delay. In fact, the Leader-
ship of the Armed Services Committee agreed 
to work ‘‘robustly’’ in conference, and with me 
to ensure that this amendment language is in 
the final version of H.R. 1588, and also to en-
sure that small, minority, and women-owned 
business participate fully in rebuilding Iraq. 

The process of rebuilding Iraq is a monu-
mental task that should include the participa-
tion of more than just the large, international 
corporations. Small, minority, and women-
owned businesses are the backbone of our 
economy. Small businesses employ more 
members of the workforce than larger busi-
nesses. For example, according to 2000 Cen-
sus statistics published by the Small Business 
Administration, 114,064,976 employees 
worked at various businesses. Of that number, 
81.95 percent of the employees worked at 
firms with between 20 and 100 employees. 
This is the majority of the American workforce. 
These hardworking men and women possess 
the expertise and experience to contribute to 
our efforts to rebuild Iraq. Furthermore, by pro-
moting the participation of America’s small, mi-
nority, and women-owned businesses in the 
rebuilding of Iraq, we bolster our work force, 
alleviate the strains of unemployment, and 
strengthen our economy. 

The Department of Defense has not allo-
cated a substantial percentage of their con-
tracts to small, minority, and women-owned 
businesses. In 2001, the Department of De-
fense awarded $135.8 billion in prime con-
tracts. Only $7.8 billion went to small dis-
advantaged businesses, and only $3.0 billion 
went to women-owned small businesses. In 
subcontracts, the Department of Defense 
awarded a total of $60.5 billion. Of that sum, 
only $3.0 billion went to small disadvantaged 
businesses, and $2.5 went to women-owned 
small businesses. 

I also recommend that the Department of 
Defense hold regional meetings around the 
country to inform small, minority, and women-
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owned businesses of the Department of De-
fense’s contracting opportunities. It is impera-
tive that these meetings be held in localities 
where the small businesses can easily attend. 
Holding the meetings in Washington, DC does 
not provide small, minority, and women-owned 
businesses with sufficient opportunity to at-
tend. Holding regional meetings will ensure 
that all contracting companies have the oppor-
tunity to participate. 

The Department of Defense must also es-
tablish procedures to monitor the progress and 
implementation of their contracts. The moni-
toring should be conducted on two fronts. 
First, the Department of Defense should mon-
itor all of the prime and subcontractors that re-
ceive funding. Second, the prime contractors 
should also closely monitor the disbursement 
of funds to, and progress of, the small, minor-
ity, and women-owned businesses to ensure 
the funds are allocated to businesses owned, 
not simply staffed, by minorities and women. 

It is also critical that the Department of De-
fense establish a system of accountability. It is 
not enough for prime contractors to agree to 
subcontract a portion of their award. There 
must be a follow-up mechanism, and a sanc-
tioning mechanism. For example, if a prime 
contractor is awarded a Department of De-
fense contract based upon an agreement to 
subcontract 50 percent of the contract to mi-
nority, there should be penalties if the prime 
contractor fails to do so. 

The Department of Defense can use the 
model established by USAID. USAID procures 
prime and subcontracts for the rebuilding of 
Iraq, but also make substantial use of small, 
minority, and women-owned businesses. 
USAID is responsible for the purchase of over 
$2.5 billion of goods and services annually in 
support of U.S. foreign policy initiatives. As of 
May 12, 2003, USAID has provided $90.9 mil-
lion for the reconstruction of Iraq. USAID allo-
cated $34.6 million was awarded to Bechtel to 
build infrastructure, $10 million to ABT Associ-
ates for health, $10 million to World Health or-
ganization for health, $9 million to UNICEF for 
health and education, $7.9 million to Research 
Triangle Institute for local governance, $7.1 
million to International Resources Group for 
personnel support, $4.8 million to Stevedoring 
Services of America for port management and 
administration, $4 million to the Air Force Con-
tract Augmentation Program for theater 
logistical support, $2.5 million to SkyLink Air 
and Logistic Support for airport management 
and administration, $1 million to Creative As-
sociates for education. 

On May 21, 2003 at the Ronald Reagan 
Building here in Washington, DC Bechtel Na-
tional, Inc. hosted a contractor-supplier con-
ference to inform the contractors of its role in 
USAID’s Iraq Infrastructure Reconstruction 
Program. The conference included an over-
view of Bechtel’s role in rebuilding Iraq, and 
the status of Bechtel’s support of USAID’s hu-
manitarian assistance efforts. Bechtel also dis-
cussed maximizing Iraqi resources, presen-
tations about tendering and subcontracting 
processes and requirements including insur-
ance requirements, performance securities, 
collecting expressions of interest, determining 
bid lists for specific programs and job orders, 
tendering and tender evaluations. 

USAID’s policies require a majority of these 
funds to be subcontracted. It is important that 
small, minority, and women-owned have full 
access to the subcontracted funds available, 

and also have an equal opportunity to com-
pete for the prime contracts. 

For example, in Houston, there are dozens 
of minority-owned businesses with expertise in 
all aspects of the oil industry. The minority-
owned businesses can provide a range of oil-
related services from refining, processing, 
storage, and transportation. 

This amendment’s purpose is only to com-
mission a study of feasibility of using small, 
minority, and women-owned businesses and 
to develop efficient outreach procedures to 
maximize inclusion of these businesses. 
Small, minority, and women-owned busi-
nesses are a valuable resource that should be 
fully utilized in the Iraq rebuilding efforts. This 
amendment to H.R. 1588, the Department of 
Defense Reauthorization bill is an important 
step in that direction. I urge the Chamber to 
accept my amendment to H.R. 1588.

Mr. HUNTER. Mr. Chairman, will the 
gentleman yield? 

Mr. SKELTON. I yield to the gen-
tleman from California. 

Mr. HUNTER. Mr. Chairman, I wish 
to assure the gentlewoman that we will 
work to see to it that small businesses 
participate robustly in rebuilding Iraq. 

Ms. JACKSON-LEE of Texas. Mr. 
Chairman, I thank both gentleman for 
their help and would conclude by ask-
ing my colleagues to support this 
amendment. 

Mr. SKELTON. Mr. Chairman, re-
claiming my time, let me urge the pas-
sage of the en bloc amendments and 
thank the chairman so very much for 
his courtesy in working with this side 
of the aisle and making all of these 
happen. I think it is an excellent series 
of amendments. 

Mr. HUNTER. Mr. Chairman, I yield 
myself the balance of my time to recip-
rocate to my partner, the ranking 
member of the Committee on Armed 
Services, the gentleman from Missouri 
(Mr. SKELTON), and thank him for his 
great work on this bill, and I want to 
thank all the Members for their great 
work on this en bloc package.

Mr. FARR. Mr. Chairman, I rise today in 
support of the rights of women around the 
world, including those of servicewomen who 
are stationed abroad. The Sanchez amend-
ment is about restoring rights and healthcare 
access to our servicewomen abroad, and not 
about the ideological debate on abortion. 

This Congress has professed tremendous 
leadership in advocating on behalf of those 
who have selflessly chosen to serve in the 
military. However, the health, safety, and 
rights of our servicewomen do not seem to be 
a top priority. In no way should the healthcare 
options of any serviceman or woman be com-
promised. Unfortunately, the system currently 
in place makes servicewomen stationed 
abroad second-class citizens who are subject 
to different and inferior healthcare parameters 
than their male counterparts. In supporting our 
Armed Services we cannot allow the very 
rights and liberties that they are fighting for to 
be compromised by refusing to allow service-
women to choose to have safe and timely 
medical procedures at military hospitals. 

It is unacceptable that a servicewomen 
would be forced to compromise her privacy 
and wait for space on a military transport, in 
order to obtain a time-sensitive procedure like 

an abortion. Our female soldiers should be 
cared for in a safe and timely manner by a 
military hospital, whose very purpose is to pro-
vide healthcare for serviceman and women. 
Moreover, this amendment clearly states that 
these abortions would be paid for by private 
funds, and that no doctor or staff would be 
forced to participate in these procedures. 

In defense of women’s reproductive free-
doms, and our servicewomen stationed 
abroad, I support the Sanchez amendment 
and urge my colleagues to do the same.

Mr. VITTER. Mr. Chairman, I rise today to 
urge the support of my amendment that would 
assist in our efforts to ensure that militarily 
useful United States flag commercial vessels 
crewed by American citizens are available for 
this Nation’s military and national security 
needs under the Maritime Security Program. 

The MSP program provides the Department 
of Defense with a large fleet of U.S.-flag roll-
on/roll-off, container and other militarily useful 
vessels for the transport of military vehicles, 
supplies and other materiel in support of U.S. 
military operations around the world. I particu-
larly commend Chairman HUNTER for his 
strong support of the MSP program, and for 
his leadership by including provisions in the 
pending Defense Authorization bill that would 
extend, expand and significantly improve that 
vital military program. 

Chairman HUNTER’s work will preserve the 
ability of the United States through the MSP 
program to maintain a fleet of active, militarily 
useful, privately owned United States-flag ves-
sels to meet national defense and other secu-
rity requirements and to maintain a United 
States presence in international commercial 
shipping. 

In order to encourage the participation of 
the most modern vessels in the MSP program, 
my amendment would allow existing vessels 
to be documented under United States flag 
provided that the telecommunications and 
other electronic equipment of such vessels 
meets internationally accepted standards. 

When the MSP program was originally en-
acted in the mid-1990’s, Congress provided 
that vessels which meet internationally accept-
ed construction and equipment standards and 
are reflagged under United States flag for op-
eration in the MSP program are not required 
to retrofit material and equipment solely for the 
purpose of complying with U.S. law and regu-
lations, where such law or regulations estab-
lish a standard exceeding the internationally 
accepted standard which applied to the vessel 
before it was reflagged. However, that legisla-
tion did not expressly address related tele-
communications standards within its provi-
sions. Our amendment remedies that over-
sight. 

Accordingly, my amendment would permit a 
vessel to be added to the U.S.-flag commer-
cial fleet for operation in the MSP program if 
its telecommunications and other radio equip-
ment aboard the vessels comply with applica-
ble international Safety of Life at Sea (SOLAS) 
Convention requirements. Our amendment re-
moves unjustified impediments to the docu-
mentation of militarily useful vessels under the 
United States flag, and is in keeping with the 
elimination of financial and other burdens that 
the Congress specifically sought to remove 
through the establishment of the Marine Secu-
rity Program. 

I would particularly like to acknowledge and 
thank my other colleague from Louisiana, Mr. 
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TAUZIN, the Chairman of the Energy and Com-
merce Committee, and Mr. DINGELL, the Rank-
ing Member of that Committee, for their co-
operation and support on this amendment. I 
also would like to express my appreciation to 
Chairman HUNTER and Chairman DREIER for 
working so closely with us to clear this amend-
ment. I urge the support of this body for this 
amendment that is critical to the military and 
national security of the United States.

Mr. WAXMAN. Mr. Chairman, I rise in oppo-
sition to the amendment. 

This amendment makes a number of unnec-
essary and potentially harmful changes to 
Federal procurement law in the name of fight-
ing terrorism. Most troubling is the authority it 
grants to all agencies—not just the Depart-
ment of Defense—to use special simplified 
procurement procedures designed for com-
mercial items for any good or service, regard-
less of cost. This means that full and open 
competition will not be used when purchasing 
these items. It also means that the govern-
ment will not have access to important safe-
guards designed to protect taxpayer dollars on 
sole-source contracts below $15 million. 

We all want to fight the war on terrorism as 
effectively as possible, but the case simply 
has not been made that we need this bill. 
What agencies are having problems getting 
material or services to fight the war on ter-
rorism? What exactly is it that they have been 
enable to get? 

I haven’t heard that agencies are having 
any problems. The administration has not 
asked for these ‘‘flexibilities.’’ Maybe that is 
because existing law already has a great deal 
of flexibility. Waivers from almost all acquisi-
tion procedures are available to agencies for a 
number of reasons. Those include waivers for 
national security reasons, if there is an ‘‘un-
usual and compelling urgency,’’ and even if it 
is determined that it is ‘‘in the public interest.’’ 
All of these would seem to apply to fighting 
the war on terrorism. 

Under current law, when the government 
buys a good or service from a company, the 
government is entitled to receive cost and 
pricing data if that company is the only one 
that can provide the product to the govern-
ment and if the value of the contract is over 
$550,000. The laws that require this informa-
tion are the Truth in Negotiations Act. The 
Cost Accounting Standards are also a critical 
oversight tool. Congress wrote those laws to 
prevent waste, fraud, and abuse and they are 
critical safeguards needed to protect taxpayer 
dollars in the Federal procurement process. 

The amendment allows any agency—not 
just the Defense Department—to enter into 
sole-source contracts worth up to $15 million 
without requiring the contractor to provide ac-
curate cost and pricing data to ensure that 
taxpayers are getting their money’s worth. I 
think that is foolish and irresponsible, and I 
urge members to oppose this amendment.

Mr. HOEFFEL. Mr. Chairman, I rise in sup-
port of the en bloc amendment. This amend-
ment contains many important provisions, 
most notably language regarding the Tacony 
Warehouse. 

In September of 2001, the Philadelphia City 
Planning Commission released a long-term 
plan to redevelop and revitalize the North 
Delaware Riverfront located in Philadelphia. 
The plan is to transform the area from a cor-
ridor of abandoned industry and shipping to 
one of recreation and leisure, business and 
residential living. 

A key component of this plan is the demoli-
tion of the Tacony Warehouse, an abandoned 
1988 BRAC site that is under the administra-
tive responsibility of the United States Army. 
Congress included $5 million in the Fiscal 
Year 2001 Department of Defense Appropria-
tions bill to demolish this building, yet the 
United States Army has taken no action to de-
stroy the property. 

My amendment expresses the Sense of the 
Congress that the Secretary of the Army 
should take swift action to finally demolish the 
Tacony Warehouse. It is imperative that the 
Tacony Warehouse be destroyed in order for 
the City of Philadelphia and the Tacony Com-
munity Development Corporation to move for-
ward with their efforts to revitalize Northeast 
Philadelphia. 

I wish to thank Chairman HUNTER and 
Ranking Member SKELTON for their support of 
my amendment. 

Mr. Chairman, this amendment is an impor-
tant first step in ensuring that the Army moves 
forward in demolishing the Tacony Ware-
house, as previously required by Congress. I 
look forward to working with Chairman LEWIS 
and Ranking Member MURTHA in securing the 
necessary Federal commitments so that their 
instructions to the Army in fiscal year 2001 
Defense Appropriations Bill are realized. 

Revitalizing our nation’s riverfronts will leave 
our cities economically stronger and more sus-
tainable. I ask my colleagues to support this 
important amendment.

Mr. HUNTER. Mr. Chairman, I yield 
back the balance of my time. 

The CHAIRMAN pro tempore (Mr. 
LAHOOD). The question is on the 
amendments en bloc offered by the 
gentleman from California (Mr. 
HUNTER). 

The amendments en block were 
agreed to. 

The CHAIRMAN pro tempore. It is 
now in order to consider amendment 
No. 4 printed in House Report 108–122. 
AMENDMENT NO. 4 OFFERED BY MR. TOM DAVIS 

OF VIRGINIA 
Mr. TOM DAVIS of Virginia. Mr. 

Chairman, I offer amendment No. 4 
made in order under the rule. 

The CHAIRMAN pro tempore. The 
Clerk will designate the amendment. 

The text of the amendment is as fol-
lows:

Amendment No. 4 offered by Mr. TOM 
DAVIS of Virginia:

At the end of subtitle A of title XI (page 
349, after line 10), insert the following new 
section (and redesignate subsequent sections 
accordingly):
SEC. 1111. HUMAN CAPITAL PERFORMANCE 

FUND. 
(a) IN GENERAL.—Subpart D of part III of 

title 5, United States Code, is amended by in-
serting after chapter 53 the following:

‘‘CHAPTER 54—HUMAN CAPITAL 
PERFORMANCE FUND

‘‘Sec. 
‘‘5401. Purpose. 
‘‘5402. Definitions. 
‘‘5403. Human Capital Performance Fund. 
‘‘5404. Human capital performance pay-

ments. 
‘‘5405. Regulations. 
‘‘5406. Agency plan. 
‘‘5407. Nature of payment. 
‘‘5408. Appropriations.

‘‘§ 5401. Purpose 
‘‘The purpose of this chapter is to promote, 

through the creation of a Human Capital 

Performance Fund, greater performance in 
the Federal Government. Monies from the 
Fund will be used to reward agencies’ high-
est performing and most valuable employees. 
This Fund will offer Federal managers a new 
tool to recognize employee performance that 
is critical to the achievement of agency mis-
sions. 
‘‘§ 5402. Definitions 

‘‘For the purpose of this chapter—
‘‘(1) ‘agency’ means an Executive agency 

under section 105, but does not include the 
General Accounting Office; 

‘‘(2) ‘employee’ includes—
‘‘(A) an individual paid under a statutory 

pay system defined in section 5302(1); 
‘‘(B) a prevailing rate employee, as defined 

in section 5342(a)(2); and 
‘‘(C) a category of employees included by 

the Office of Personnel Management fol-
lowing the review of an agency plan under 
section 5403(b)(1);
but does not include—

‘‘(i) an individual paid at an annual rate of 
basic pay for a level of the Executive Sched-
ule, under subchapter II of chapter 53, or at 
a rate provided for one of those levels under 
another provision of law; 

‘‘(ii) a member of the Senior Executive 
Service paid under subchapter VIII of chap-
ter 53, or an equivalent system; 

‘‘(iii) an administrative law judge paid 
under section 5372; 

‘‘(iv) a contract appeals board member paid 
under section 5372a; 

‘‘(v) an administrative appeals judge paid 
under section 5372b; and 

‘‘(vi) an individual in a position which is 
excepted from the competitive service be-
cause of its confidential, policy-determining, 
policy-making, or policy-advocating char-
acter; and 

‘‘(3) ‘Office’ means the Office of Personnel 
Management. 
‘‘§ 5403. Human Capital Performance Fund 

‘‘(a) There is hereby established the 
Human Capital Performance Fund, to be ad-
ministered by the Office for the purpose of 
this chapter. 

‘‘(b)(1)(A) An agency shall submit a plan as 
described in section 5406 to be eligible for 
consideration by the Office for an allocation 
under this section. An allocation shall be 
made only upon approval by the Office of an 
agency’s plan. 

‘‘(B)(i) After the reduction for training re-
quired under section 5408, ninety percent of 
the remaining amount appropriated to the 
Fund may be allocated by the Office to the 
agencies. Of the amount to be allocated, an 
agency’s pro rata distribution may not ex-
ceed its pro rata share of Executive branch 
payroll. 

‘‘(ii) If the Office does not allocate an 
agency’s full pro rata share, the undistrib-
uted amount remaining from that share will 
become available for distribution to other 
agencies, as provided in subparagraph (C). 

‘‘(C)(i) After the reduction for training 
under section 5408, ten percent of the re-
maining amount appropriated to the Fund, 
as well as the amount of the pro rata share 
not distributed because of an agency’s fail-
ure to submit a satisfactory plan, shall be al-
located among agencies with exceptionally 
high-quality plans. 

‘‘(ii) An agency with an exceptionally high-
quality plan is eligible to receive an addi-
tional distribution in addition to its full pro 
rata distribution. 

‘‘(2) Each agency is required to provide to 
the Office such payroll information as the 
Office specifies necessary to determine the 
Executive branch payroll. 
‘‘§ 5404. Human capital performance pay-

ments 
‘‘(a)(1) Notwithstanding any other provi-

sion of law, the Office may authorize an 
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agency to provide human capital perform-
ance payments to individual employees 
based on exceptional performance contrib-
uting to the achievement of the agency mis-
sion. 

‘‘(2) The number of employees in an agency 
receiving payments from the Fund, in any 
year, shall not be more than the number 
equal to 15 percent of the agency’s average 
total civilian full- and part-time permanent 
employment for the previous fiscal year. 

‘‘(b)(1) A human capital performance pay-
ment provided to an individual employee 
from the Fund, in any year, shall not exceed 
10 percent of the employee’s rate of basic 
pay. 

‘‘(2) The aggregate of an employee’s rate of 
basic pay, adjusted by any locality-based 
comparability payments, and human capital 
performance pay, as defined by regulation, 
may not exceed the rate of basic pay for Ex-
ecutive Level IV in any year. 

‘‘(3) Any human capital performance pay-
ment provided to an employee from the Fund 
is in addition to any annual pay adjustment 
(under section 5303 or any similar provision 
of law) and any locality-based comparability 
payment that may apply. 

‘‘(c) No monies from the Human Capital 
Performance Fund may be used to pay for a 
new position, for other performance-related 
payments, or for recruitment or retention 
incentives paid under sections 5753 and 5754. 

‘‘(d)(1) An agency may finance initial 
human capital performance payments using 
monies from the Human Capital Perform-
ance Fund, as available. 

‘‘(2) In subsequent years, continuation of 
previously awarded human capital perform-
ance payments shall be financed from other 
agency funds available for salaries and ex-
penses. 
‘‘§ 5405. Regulations 

‘‘The Office shall issue such regulations as 
it determines to be necessary for the admin-
istration of this chapter, including the ad-
ministration of the Fund. The Office’s regu-
lations shall include criteria governing—

‘‘(1) an agency plan under section 5406; 
‘‘(2) the allocation of monies from the 

Fund to agencies; 
‘‘(3) the nature, extent, duration, and ad-

justment of, and approval processes for, pay-
ments to individual employees under this 
chapter; 

‘‘(4) the relationship to this chapter of 
agency performance management systems; 

‘‘(5) training of supervisors, managers, and 
other individuals involved in the process of 
making performance distinctions; and 

‘‘(6) the circumstances under which funds 
may be allocated by the Office to an agency 
in amounts below or in excess of the agen-
cy’s pro rata share. 
‘‘§ 5406. Agency plan 

‘‘(a) To be eligible for consideration by the 
Office for an allocation under this section, 
an agency shall—

‘‘(1) develop a plan that incorporates the 
following elements: 

‘‘(A) adherence to merit principles set 
forth in section 2301; 

‘‘(B) a fair, credible, and transparent em-
ployee performance appraisal system; 

‘‘(C) a link between the pay-for-perform-
ance system, the employee performance ap-
praisal system, and the agency’s strategic 
plan; 

‘‘(D) a means for ensuring employee in-
volvement in the design and implementation 
of the system; 

‘‘(E) adequate training and retraining for 
supervisors, managers, and employees in the 
implementation and operation of the pay-
for-performance system; 

‘‘(F) a process for ensuring ongoing per-
formance feedback and dialogue between su-

pervisors, managers, and employees through-
out the appraisal period, and setting time-
tables for review; 

‘‘(G) effective safeguards to ensure that the 
management of the system is fair and equi-
table and based on employee performance; 
and 

‘‘(H) a means for ensuring that adequate 
agency resources are allocated for the de-
sign, implementation, and administration of 
the pay-for-performance system; 

‘‘(2) upon approval, receive an allocation of 
funding from the Office; 

‘‘(3) make payments to individual employ-
ees in accordance with the agency’s approved 
plan; and 

‘‘(4) provide such information to the Office 
regarding payments made and use of funds 
received under this section as the Office may 
specify. 

‘‘(b) The Office, in consultation with the 
Chief Human Capital Officers Council, shall 
review and approve an agency’s plan before 
the agency is eligible to receive an alloca-
tion of funding from the Office. 

‘‘(c) The Chief Human Capital Officers 
Council shall include in its annual report to 
Congress under section 1303(d) of the Home-
land Security Act of 2002 an evaluation of 
the formulation and implementation of 
agency performance management systems. 
‘‘§ 5407. Nature of payment 

‘‘Any payment to an employee under this 
section shall be part of the employee’s basic 
pay for the purposes of subchapter III of 
chapter 83, and chapters 84 and 87, and for 
such other purposes (other than chapter 75) 
as the Office shall determine by regulation. 
‘‘§ 5408. Appropriations 

‘‘There is authorized to be appropriated 
$500,000,000 for fiscal year 2004, and, for each 
subsequent fiscal year, such sums as may be 
necessary to carry out the provisions of this 
chapter. In the first year of implementation, 
up to 10 percent of the amount appropriated 
to the Fund shall be available to partici-
pating agencies to train supervisors, man-
agers, and other individuals involved in the 
appraisal process on using performance man-
agement systems to make meaningful dis-
tinctions in employee performance and on 
the use of the Fund.’’. 

(b) CLERICAL AMENDMENT.—The table of 
chapters for part III of title 5, United States 
Code, is amended by inserting after the item 
relating to chapter 53 the following:
‘‘54. Human Capital Performance Fund .... 5401’’.

The CHAIRMAN pro tempore. Pursu-
ant to House Resolution 247, the gen-
tleman from Virginia (Mr. TOM DAVIS) 
and a Member opposed each will con-
trol 5 minutes. 

The Chair recognizes the gentleman 
from Virginia (Mr. TOM DAVIS). 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, I yield myself such time as 
I may consume, and I rise to offer an 
amendment to authorize the establish-
ment of a Human Capital Performance 
Fund, a fund that would enable agen-
cies to reward their highest-performing 
and most valuable employees at var-
ious and sundry GS levels. This is a 
common-sense idea that the current 
civil service laws prohibit. 

In his fiscal year 2004 budget submis-
sion to the Congress, the President pro-
posed the creation of a Human Capital 
Performance Fund that would provide 
for a base pay increase of up to 10 per-
cent to individual employees based on 
exceptional employees’ contribution to 
an agency’s mission. H.R. 1836, the 

Civil Service and National Security 
Personnel Improvement Act, which the 
gentleman from California (Mr. 
HUNTER) and I introduced last month, 
included this language that I am offer-
ing here today. In addition, the Human 
Capital Performance Fund was ap-
proved by the Committee on Govern-
ment Reform during its consideration 
of this legislation. 

The incentive payments paid to em-
ployees from this performance fund 
would be, number one, in addition to 
an employee’s current salary and gen-
eral schedule grade; second, continuing 
rather than just a one-time bonus; and, 
third, part of a base pay for purposes of 
retirement and other benefits. 

This amendment would authorize 
$500 million for the fund for fiscal year 
2004, in which 90 percent would be 
available to the agencies. The other 10 
percent would be used to train Federal 
managers on how to effectively manage 
and evaluate employee performance. 

To qualify for funds from this fund 
agencies must submit a plan dem-
onstrating its performance manage-
ment system supports its strategic 
goals and performance objectives and 
is able to make a meaningful distinc-
tion in individual performance. 

In addition, the Committee on Gov-
ernment Reform included additional 
requirements that agencies must cer-
tify that their agency plans contain 
certain elements that are essential to a 
good performance management system, 
such as adherence to merit principles, 
transparency, employee feedback, and 
sufficient training. 

The statement of administration pol-
icy strongly endorses the authorization 
of the performance fund. I believe it 
will go a long way toward moving the 
government-wide human capital man-
agement agenda forward. I urge adop-
tion of this amendment. 

Mr. Chairman, I reserve the balance 
of my time. 

The CHAIRMAN pro tempore. Does 
any Member seek time in opposition? 

Mr. WAXMAN. Mr. Chairman, I seek 
time in opposition. 

The CHAIRMAN pro tempore. The 
gentleman from California (Mr. WAX-
MAN) is recognized for 5 minutes. 

Mr. WAXMAN. Mr. Chairman, I yield 
myself such time as I may consume. 

It is ironic, Mr. Chairman, that this 
amendment is made in order. It applies 
across the board to civil servants, but 
this is a DOD bill, and what the Repub-
lican leadership would not allow to be 
in order is a debate about the dramatic 
radical changes on civil service and 
procurement issues. 

First, with regard to the amendment 
before us, I have concerns about this 
Human Capital Performance Fund be-
cause I am concerned that the fund will 
be used as a ruse to slash annual pay 
raises for Federal employees. 

Mr. Chairman, three of my col-
leagues, though, were denied the oppor-
tunity to come to the floor and offer a 
proposal, which was such a common-
sense approach, for restoring the fun-
damental rights of DOD employees 
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without in any way hindering the De-
partment’s ability to perform its mis-
sion. 

The Cooper-Danny Davis-Van Hollen 
amendment would have protected due 
process appeal and collective bar-
gaining rights. The amendment would 
have reaffirmed the importance of vet-
erans’ preferences and nondiscrimina-
tion based on political affiliation. 
These are the same fundamental rights 
enjoyed by other Federal employees 
and, indeed, by employees all around 
the country. Yet the underlying bill 
takes those rights away. They would 
not even allow the chance for these au-
thors to propose this. 

Now, let me inform my colleagues 
that that Cooper-Van Hollen-Danny 
Davis amendment will be the motion to 
recommit, so Members will still have 
to vote on it. But the Republican lead-
ership will not allow us to debate the 
Cooper amendment on the floor be-
cause they cannot defend their own 
bill. This is no way for the House to 
deal with one of the most sweeping 
civil service changes in history. 

What makes this process even more 
galling is that we are dealing with the 
rights of 700,000 loyal and hard-working 
DOD employees. They are the same em-
ployees who saw terrorists crash an 
airplane into their headquarters at the 
Pentagon, and they are the same em-
ployees who made enormous sacrifices 
to support the military efforts in Iraq. 

We have our basic priorities all 
wrong. At the same time that the 
House today is going to reward billion-
aires with unnecessary tax breaks, the 
Republican majority is passing legisla-
tion to take away health benefits from 
veterans and strip dedicated Defense 
Department employees of their basic 
rights. 

Of course, this is only the latest as-
sault on Federal employees by the 
Bush administration. Federal jobs have 
been given to private contractors who 
are unsupervised and unable to do their 
job as effectively or efficiently as it 
would be public employees, and finan-
cial bonuses have been given to polit-
ical appointees instead of career em-
ployees. If we are truly concerned 
about a strong national defense, we 
ought to open debate and make sure 
that we have a motivated workforce. 

I was also unable to offer an amend-
ment requiring sole source contracts 
over $1 million to be covered by laws 
intended to prevent waste, fraud and 
abuse. Who is in favor of waste, fraud 
and abuse? Well, we would have given 
the chance for Members to make sure 
that that sort of thing would not hap-
pen. 

The approach of the leadership on the 
Republican side is unprecedented, and I 
want to use this time to protest it.

Mr. Chairman, I yield 1 minute to the 
gentleman from Maryland (Mr. HOYER) 
to further talk about what is hap-
pening in this DOD bill. 

Mr. HOYER. Mr. Chairman, I thank 
the gentleman for yielding me this 
time, and I wish to ask the gentleman 

from Virginia if he is for the budget 
provision in the Republican budget for 
4.1 percent parity for civil service em-
ployees? 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, will the gentleman yield? 

Mr. HOYER. I yield to the gentleman 
from Virginia. 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, not only are we for it, there 
is language in this underlying legisla-
tion that calls for pay parity to the 
maximum extent practicable.

b 1745 

Mr. HOYER. I understand the max-
imum extent practical. Is the gen-
tleman for the 4.1 percent parity for 
civil service employees? 

Mr. TOM DAVIS of Virginia. Abso-
lutely. 

Mr. HOYER. Reclaiming my time, 
when this proposal was originally 
made, I said if it is a proposal in lieu of 
ensuring proper pay for Federal em-
ployees, then I would oppose it, and I 
would oppose it vigorously. I do not 
think the administration is yet for par-
ity. They did not offer parity. This 
Congress has repeatedly said they are 
for parity. In fact, the President’s pay 
advisory committee says that civilians 
are further behind comparable private 
sector jobs than the military. In light 
of that, certainly we must adopt the 
premise that 4.1 percent pay raise will 
be adopted; but I say to my friend that 
if this is solely for the purposes of sup-
plementation, then I think that it is 
not objectionable. But my concern is 
that they fund this, but not the pay 
raise. 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, I yield myself 15 seconds. 

Let me assure the gentleman from 
Maryland (Mr. HOYER) that this is in 
addition to. This is supplemental to 
what would ordinarily be paid. The un-
derlying legislation speaks to that. 
This is a half billion in additional com-
pensation to Federal employees, and I 
want to put that on the record. 

Mr. Chairman, I yield 1 minute to the 
gentleman from Pennsylvania (Mr. 
MURPHY). 

Mr. MURPHY. Mr. Chairman, I thank 
the gentleman from Virginia for allow-
ing me to speak on this important 
amendment that will motivate Federal 
workers to perform at their true poten-
tial. 

In January, the National Commission 
on the Public Service, chaired by Paul 
Volcker, issued a report stating the 
current civil service system ‘‘makes 
few distinctions between hard-working 
high-achievers and indifferent non-
achievers.’’

A recent OPM study found the cur-
rent performance evaluation for the 
Senior Executive Service ‘‘is merely a 
rubber stamp and not a measure of, nor 
an incentive to, performance.’’ And a 
recent Center for Public Service survey 
of Federal employees found the average 
estimate of the number of poor per-
formers in their midst was about 25 
percent. These results are typical of 

the conclusions reached by other stud-
ies conducted to evaluate the status of 
the Federal civil service. The true 
value of the individual Federal worker 
is lost beneath the layers of rigidity in 
a decades-old architecture of pay and 
classification. 

We must not underestimate the value 
of rewarding our hard-working Federal 
employees. The amendment offered by 
the gentleman from Virginia (Mr. TOM 
DAVIS) which has the strong support of 
the President represents a major step 
in the direction of adequately acknowl-
edging these contributions. I urge 
Members to support this amendment.

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, I yield 1 minute to the gen-
tlewoman from Tennessee (Mrs. 
BLACKBURN). 

Mrs. BLACKBURN. Mr. Chairman, I 
thank the gentleman for the oppor-
tunity to speak on this amendment. 

Under the current civil service sys-
tem, agencies are limited in the extent 
to which they can reward employees 
for their performance, in the way they 
can recognize excellent performance. 
In the current system, employees at 
lower levels of their employment grade 
can receive quality step increases lim-
ited to about 3 percent of their annual 
salary, and they can only receive one a 
year regardless of how well they per-
form in their job. The Human Capital 
Performance Fund would allow agen-
cies to reward their top-performing 
employees with a pay raise, a pay raise 
that they deserve, that they have 
worked for and earned, but would never 
receive under the current guidelines. 

It is important to clarify, however, 
that the funds in the Human Capital 
Performance Fund are in addition to 
across-the-board pay raises and peri-
odic within-grade step increases that 
Federal workers already receive. This 
is not an attempt to gouge Federal em-
ployee pay raises, and this is not an at-
tempt to circumvent the existing sys-
tem. It is an attempt to integrate per-
formance incentives into a civil service 
system that was developed many dec-
ades ago. I urge support for this 
amendment. 

Mr. WAXMAN. Mr. Chairman, I yield 
myself such time as I may consume. 

I have some misgivings about this 
amendment, but the real point that I 
want to make is that we should have 
had an opportunity to debate radical, 
sweeping civil service changes for the 
DOD. It was wrong not to have that 
chance to offer an amendment to do 
that. 

In the motion to recommit, an em-
ployee bill of rights will be offered 
which will protect veterans’ pref-
erences, protect against discrimination 
based upon political opinion or affili-
ation, right to overtime pay, due proc-
ess rights, and appeal rights. I hope 
Members will be willing to vote for 
that. 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, I yield myself the balance of 
my time. 

VerDate Jan 31 2003 23:46 May 23, 2003 Jkt 019060 PO 00000 Frm 00011 Fmt 7634 Sfmt 0634 E:\CR\FM\K22MY7.169 H22PT2



CONGRESSIONAL RECORD — HOUSEH4596 May 22, 2003
I thank the gentleman from Mary-

land (Mr. HOYER) for some of the clari-
fications he brought forth. It is very 
clear that underlying pay parity is 
something I feel strongly about. That 
needs to be in the record. 

In addition, this bonus builds for cal-
culations for retirement, something 
that current bonuses do not. Pay par-
ity has been an issue not just with this 
administration but with previous ad-
ministrations, and we have joined to-
gether in a bipartisan way to overturn 
those, and will be fighting that battle 
again this year. 

Mr. HOYER. Mr. Chairman, will the 
gentleman yield? 

Mr. TOM DAVIS of Virginia. I yield 
to the gentleman from Maryland. 

Mr. HOYER. I think the gentleman is 
correct, it has been a bipartisan prob-
lem. We have been together. I look for-
ward to succeeding this year, as we 
have in years past. 

Mr. TOM DAVIS of Virginia. Mr. 
Chairman, hopefully this bonus pool 
will reward hard-working Federal em-
ployees who exhibit great merit. I urge 
adoption of the amendment.

The CHAIRMAN pro tempore (Mr. 
LAHOOD). The question is on the 
amendment offered by the gentleman 
from Virginia (Mr. TOM DAVIS). 

The amendment was agreed to. 
The CHAIRMAN pro tempore. It is 

now in order to consider amendment 
No. 6 printed in House Report 108–122. 

AMENDMENT NO. 6 OFFERED BY MR. DREIER 
Mr. DREIER. Mr. Chairman, I offer 

an amendment. 
The CHAIRMAN pro tempore. The 

Clerk will designate the amendment. 
The text of the amendment is as fol-

lows:
Amendment No. 6 offered by Mr. DREIER:
At the end of title X (page 333, after line 

21), insert the following new section:
SEC. ll. REPEAL OF MTOPS REQUIREMENT FOR 

COMPUTER EXPORT CONTROLS. 
(a) REPEAL.—Effective 120 days after the 

date of the enactment of this Act, subtitle B 
of title XII and section 3157 of the National 
Defense Authorization Act for Fiscal Year 
1998 (50 U.S.C. App. 2404 note) are repealed. 

(b) CONSULTATION REQUIRED.—During the 
120–day period beginning on the date of the 
enactment of this Act and before imple-
menting any new regulations relating to an 
export administration system for high-per-
formance computers, the President shall 
consult with the following congressional 
committees: 

(1) The Select Committee on Homeland Se-
curity, the Committee on Armed Services, 
and the Committee on International Rela-
tions of the House of Representatives. 

(2) The Committee on Armed Services, the 
Committee on Foreign Relations, and the 
Committee on Banking, Housing, and Urban 
Affairs of the Senate. 

(c) REPORT.—Not later than 30 days after 
implementing any regulations described in 
subsection (b), the President shall submit to 
Congress a report that—

(1) identifies the functions of the Secretary 
of Commerce, Secretary of Defense, Sec-
retary of Energy, Secretary of State, the 
Secretary of Homeland Security, and any 
other relevant national security or intel-
ligence agencies under the export adminis-
tration system embraced by those regula-
tions; and 

(2) explains how the export administration 
system will effectively advance the national 
security objectives of the United States. 

(d) NEW REGULATIONS.—If the President 
finds that it is in the national security inter-
est of the United States, the President may, 
after consultation with the Secretary of 
Commerce, Secretary of Defense, Secretary 
of Energy, Secretary of State, Secretary of 
Homeland Security, the Director of Central 
Intelligence, and other relevant national se-
curity and intelligence agencies, issue regu-
lations that replace the current MTOPS-
based method for controlling computer ex-
ports, after considering other means of con-
trolling such exports, including controls that 
may incorporate accepted and accurate 
measurements of computer performance (in-
cluding the performance of clustered com-
puters).

The CHAIRMAN pro tempore. Pursu-
ant to House Resolution 247, the gen-
tleman from California (Mr. DREIER) 
and a Member opposed each will con-
trol 10 minutes. 

Mr. DREIER. Mr. Chairman, I ask 
unanimous consent to yield 5 minutes 
of my time to the gentlewoman from 
California (Ms. LOFGREN), the coauthor 
of the amendment, and that she may 
control that time. 

The CHAIRMAN pro tempore. Is 
there objection to the request of the 
gentleman from California? 

There was no objection. 
Mr. DREIER. Mr. Chairman, I yield 

myself 1 minute. 
Mr. Chairman, we are making an at-

tempt to move into the 21st century; 
and quite frankly, we have found from 
the war on terrorism and the war with 
Iraq that one of the most phenomenal 
developments has been the techno-
logical advances that have been made 
in dealing with our national security 
concerns. 

One of the things that we found dur-
ing that process is the fact that we 
have a very outdated structure known 
as millions of theoretical operations 
per second, MTOPs, which has not en-
hanced our ability to move ahead tech-
nologically and has undermined our 
ability to compete globally. We believe 
very strongly that it is important for 
us to have in place a structure which 
would in fact allow us to deal with the 
potential transfer of sensitive com-
puter technology to our adversaries. 

This amendment which I have offered 
along with the gentlewoman from Cali-
fornia (Ms. LOFGREN) will allow for the 
administration to have 120 days during 
which time they would come up with 
another method of dealing with this, 
and they must do it in full consulta-
tion with the relevant committees here 
in both Houses of Congress. 

Mr. Chairman, I reserve the balance 
of my time. 

Mr. HUNTER. Mr. Chairman, I claim 
the time in opposition to the amend-
ment. 

The CHAIRMAN pro tempore (Mr. 
HASTINGS of Washington). The gen-
tleman from California (Mr. HUNTER) is 
recognized for 10 minutes. 

Mr. HUNTER. Mr. Chairman, we have 
a system today which makes a great 
deal of sense. It says if we sell a super-

computer, and the President has a 
right to define what a supercomputer 
is, he can raise the number of millions 
of theoretical operations per second 
that define a supercomputer, but once 
he makes that determination, then if 
someone sells to what is known as a 
Tier III country, and that is a country 
that we may have great problems with, 
and I will ask the staff to bring down a 
poster that has those countries. I am 
talking about countries like China, 
India, Djibouti, other countries like 
that; and if you sell a supercomputer 
to those countries, you have to do 
something very simple, you just give 
notice. 

You just send a notice to the Depart-
ment of Commerce; and under our law 
that we worked out very studiously, 
the Department of Commerce gives 
within 24 hours that notice to the Sec-
retary of Defense and the Secretary of 
State, and they are able to scrub their 
list and say wait a minute, have we got 
a bad guy who is an end user here? 
Have we got a company that wants to 
kill Americans? Do we have somebody 
who is going to aid terrorists? 

If that is not the case and we come 
up with a benign end user, okay, go 
ahead and sell it. All we have to do is 
give notice 10 days before the transfer 
is made. And if the bureaucracy fails to 
act in 10 days, the trade under our 
present law is authorized. 

The gentleman from California (Mr. 
DREIER), and I have great respect for 
him and he is a great friend and he is 
right on many defense issues, is wrong 
on this one because this takes away 
the notice. We are a Nation that now 
understands that fighting terrorism 
means knowing things. It means intel-
ligence. We are the country that is 
going to get information off driver’s li-
censes and visas and background 
checks because we need information; 
and yet if this passes, there is no no-
tice requirement. 

The gentleman from California (Mr. 
DREIER) says some notice requirement 
may be built in in the future; but when 
we strike title B, it takes away the no-
tice requirement. 

The other thing that it takes away, 
it takes away what is known as end-use 
verification. That means when we sell 
a supercomputer to Communist China, 
and they say we are not using this for 
our nuclear weapons development, we 
are going to use this for our weather 
laboratories, that means we have a 
right to go over and check in that 
weather laboratory and make sure that 
they have not transferred it over to nu-
clear weapons development. The Dreier 
amendment strikes this, and we no 
longer can check on how this equip-
ment is being used.

Mr. DICKS. Mr. Chairman, will the 
gentleman yield? 

Mr. HUNTER. I yield to the gen-
tleman from Washington. 

Mr. DICKS. Mr. Chairman, the gen-
tleman from California (Mr. COX) and I 
led the investigation into the transfer 
of technology to China, and one of the 
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things that we found in our investiga-
tion was the great difficulty of 
verifying what the end use in fact was. 

We have to look at the possibility 
that they could use this to upgrade 
their nuclear weapons capability. I 
think this is very serious and dan-
gerous. I do not think we should do 
this. I think to end all export controls 
in 120 days is irresponsible, and that is 
what the amendment will do. 

Mr. HUNTER. Mr. Chairman, I re-
serve the balance of my time. 

Ms. LOFGREN. Mr. Chairman, I yield 
myself such time as I may consume. 

Mr. Chairman, I think this is a good 
amendment, and I think it is impor-
tant for Members to know that the ad-
ministration supports the amendment. 
We received a letter from Secretary 
Don Evans indicating that the adminis-
tration supports the amendment and 
also a letter from Condoleezza Rice in-
dicating that ‘‘the President has long-
supported the repeal of this require-
ment.’’ She and the President support 
this amendment. 

Clearly, President Bush would not 
support an amendment that would be 
adverse to the national security inter-
ests of the United States, and the truth 
is we are not repealing computer ex-
port controls. What we are doing with 
this amendment is replacing the con-
trol system with something that is 
flexible and that works better. 

I have here in my hand a Sony 
PlayStation 2. It is a children’s toy. I 
bought one for my son for Christmas 
on ebay and a game, the Madden game. 
This children’s toy was controlled 
under the MTOP export control stand-
ard at one time, and we could not 
change it fast enough so that the toys 
could not be exported. That is a prepos-
terous result. Of course we have altered 
the MTOP since then, but the reason 
the President wants this change is so 
the President and the administration 
can move and protect this country in a 
flexible way, and the current law does 
not allow that. 

I hope that Members listen to 
Condoleezza Rice and listen to the 
technology sector that knows about 
computers. Certainly this has great 
economic value in this time when the 
tech sector is in the dumps, but we 
would never support it if it was not 
also consistent with national security, 
which clearly it is. 

Mr. Chairman, I reserve the balance 
of my time. 

Mr. HUNTER. Mr. Chairman, I yield 
11⁄2 minutes to the gentleman from Mis-
sissippi (Mr. TAYLOR). 

Mr. TAYLOR of Mississippi. Mr. 
Chairman, I rise in strong opposition 
to this amendment. In 1993, a group of 
Congressmen wrote then-Secretary of 
State Warren Christopher asking per-
mission for an outfit called Hughes-
Loral to launch satellites in China al-
legedly for telecommunications pur-
poses.

b 1800 
The result of that and the mistakes 

that followed were that the Chinese 

now have the technology, paid for by 
the American taxpayer, to put multiple 
warheads on one rocket and kick them 
into different trajectories to land on 
different cities. That was the scandal 
that came of that. 

The pitch then was, nothing can go 
wrong. As a matter of fact, the letter 
says: You will find that Hughes sat-
ellites are guarded around the clock by 
U.S. Government and Hughes personnel 
during their time in China and that the 
Chinese have no opportunity to touch 
or even view the embedded MTCR con-
trol technology. Therefore, no tech-
nology transfer is possible at any time. 
As the gentleman from California (Mr. 
COX) and the gentleman from Wash-
ington (Mr. DICKS) will tell you, they 
sure as heck got that technology, paid 
for by the American taxpayer, that 
now threatens the American taxpayer. 

The gentleman from California (Mr. 
DREIER) signed that letter. How many 
mistakes does the gentleman from 
California have to make? How much 
more do we have to put the American 
people at risk so that one company or 
two can make a couple of bucks, and 
then we as the taxpayers have to go 
back and spend a fortune to undo the 
harm that has been done? 

Mr. DREIER. Mr. Chairman, will the 
gentleman yield? 

Mr. TAYLOR of Mississippi. I yield 
to the gentleman from California. 

Mr. DREIER. I thank my friend for 
yielding. That letter has nothing to do 
with what we are looking at here 
today. 

Mr. TAYLOR of Mississippi. It is the 
exact same argument. 

Mr. DREIER. Mr. Chairman, I am 
happy to yield 11⁄2 minutes to the gen-
tleman from Florida (Mr. GOSS), the 
very distinguished chairman of the 
Permanent Select Committee on Intel-
ligence. 

(Mr. GOSS asked and was given per-
mission to revise and extend his re-
marks.) 

Mr. GOSS. Mr. Chairman, I thank my 
distinguished friend, the chairman of 
the Committee on Rules, for yielding 
me this time. This is a subject that we 
have discussed many times. There is no 
question about one thing and that is 
that MTOPS is no longer a viable tem-
plate to use as the decision-driver to 
control exports of high-performance 
computers. We, I think, all agree on 
that. We have economic and security 
concerns to weigh when we talk export 
on these matters. They are very seri-
ous. They affect a great many people in 
a great many ways. But we understand 
that what we are dealing with is no 
longer viable. What we need and what 
the administration is seeking, I am 
told, is new computer control method-
ology that will deal with technology as 
it is today, in the world as it is today 
that provides for our national security 
and provides for economic opportunity. 
That is something we need to do. 

The risk before us right now is re-
pealing the old system without having 
the new system fully in place. The 

Dreier amendment, I believe, allows 4 
months to put the new system in place, 
specific consultation with the appro-
priate committees, those who are con-
cerned about this on all sides of it; and 
it comes with a pledge from the head of 
our national security affairs, 
Condoleezza Rice, that indeed the ad-
ministration is about this and a pledge 
from the Secretary of Commerce that 
says repeal of existing regulation on 
exports of high-performance computers 
until appropriate regulations are in 
place will not happen. 

That ought to give us satisfaction. 
The question is, can the administration 
get it done in 4 months? I believe so. 
Are we in the process? I believe so. 
Should we stand pat under the old sys-
tem that does not work just because we 
are scared to go forward with the tech-
nology in situations today? The answer 
is no. I believe the Dreier amendment 
should be considered and supported.

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the gentleman from Cali-
fornia (Mr. ROHRABACHER). 

Mr. ROHRABACHER. Mr. Chairman, 
I rise in strong opposition to the Dreier 
amendment. I, too, signed that letter 
in 1993, and I have regretted it ever 
since. Unlike the gentleman from Cali-
fornia (Mr. DREIER), who has not 
seemed to have learned his lessons on 
this, the bottom line is this is exactly 
the same issue. I signed that letter in 
1993 because I was promised that there 
would be no transfer of technology for 
military use that could be in any way 
threatening to the United States. And 
you know what happened? Yes, because 
the satellite industry wanted to sell 
satellites to Communist China and the 
end result was our missile technology 
was transferred to Communist China 
and as the gentleman from Mississippi 
(Mr. TAYLOR) said, we now have MIRVs 
based on our technology, that tech-
nology, aimed at the United States. 
This is a travesty. The same will hap-
pen if we do not put these types of re-
strictions on supercomputers. 

The bottom line is there is an obses-
sion with open trade to Communist 
China driving policy here. We need to 
put heavy restrictions on those coun-
tries that could be potential enemies, 
like Communist China, while opening 
up free trade with nonbelligerent coun-
tries that do not pose a threat to us. 

Vote ‘‘no’’ on the Dreier amendment. 
Keep us safe. 

Ms. LOFGREN. Mr. Chairman, I yield 
2 minutes to the gentleman from Wash-
ington (Mr. SMITH), a leader in this ef-
fort. 

Mr. SMITH of Washington. Mr. 
Chairman, I think the most telling 
thing about this debate thus far is that 
those who oppose this amendment have 
said virtually nothing about the 
amendment itself. We absolutely com-
pletely agree that that system on the 
gentleman from California’s chart 
should stay in place. We should have 
checks on end use. We should have 
some standard for what to ship to 
countries that we do not want to ship 
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it to. This amendment does not elimi-
nate that. It merely recognizes the fact 
that the existing standard does not 
work and actually places our country 
in precisely the danger the opponents 
have described. 

The MTOPS system is hopelessly out 
of date and keeping up with it is vir-
tually impossible. Just to give you one 
example, by trying to figure out what a 
supercomputer is, you have this con-
cept that you can simply look at a 
computer and say, it’s a supercomputer 
or it isn’t. It is not that easy. MTOPS 
is the way it is currently measured, 
but that does not take into account 
that a computer that would be under 
the supercomputer level can be ele-
vated to the supercomputer level sim-
ply by adding another processor which 
is about the size of my hand, or small-
er, to the computer. 

The point here is that the MTOPS 
system does not work. The Dreier 
amendment would change that and has 
nothing to do with the letter that peo-
ple signed back in 1993. We should abso-
lutely keep standards in place for what 
technology we export, particularly to 
countries that we are concerned about. 
The standard we have now does not 
work, and it does not protect us. It not 
only hurts business, as has been men-
tioned, which, by the way, is also im-
portant to national security if we are 
to maintain our leadership in tech-
nology in this country where it does us 
the most good on national security; 
but this also does not even work to 
protect national security because the 
standard is hopelessly out of date. We 
are giving the President of the United 
States, who I think the gentleman 
from California (Mr. HUNTER) has some 
confidence in on national security 
issues, the power to change that sys-
tem to one that would work better. 
That is what we are doing. 

At some point, the opponents of this 
amendment might talk about it. I 
doubt it. They will talk about other 
issues. On the substance of the Dreier 
amendment, it is a change that is 
going to protect our national security, 
which is something we should all be in 
support of. 

Mr. HUNTER. Mr. Chairman, I yield 
myself 30 seconds. 

Mr. Chairman, let me just say, the 
playtop system that the gentlewoman 
from California held up and said this 
would be licensed, that is not the case 
today. Today the case is 19,000 million 
theoretical operations per second. That 
is about 2,000. Nobody is asking for a 
report on that. We have taken care of 
that. 

Secondly, the heart of this is the re-
port. If you sell to one of these con-
trolled countries like China, you have 
to let the Secretary of Defense know 
you did it. He only has 10 days to re-
view it. If he does not do anything, you 
make the sale. But the idea that we do 
not want to bother ourselves with 
knowing what we are doing makes no 
sense. 

Mr. Chairman, I yield 1 minute to the 
gentleman from Hawaii (Mr. ABER-
CROMBIE). 

Mr. ABERCROMBIE. Mr. Chairman, 
there is a bit of acrimony here, and I 
think we ought to reduce it. People 
have different views on this. I regret 
that my good friend from Washington 
says that we are not wanting to take 
up the question of the MTOPS and that 
that is an inadequate measure. I have 
here before me the GAO report on ‘‘Ex-
port Controls: More Thorough Analysis 
Needed to Justify Changes in High Per-
formance Computer Controls,’’ in 
which it states quite specifically that 
the inadequacies of the report, that is 
to say, the President’s report on this 
issue is compounded by the continued 
use of the flawed measured MTOPS. 
That is not what we are talking about. 

We are talking about whether or not 
this amendment would get done what 
the advocates say it will do. It will not. 
What it does is say give the President 
the opportunity to come up with a sys-
tem. The reason this should be defeated 
is that those who wish to have a dif-
ferent kind of measure, those who wish 
to be able to sell these computers or its 
components in some other form need to 
come up with the alternative proposal 
and have it vetted through the Com-
mittee on Armed Services and other 
relevant committees, and then we will 
take it up and vote on it. This should 
be defeated because it is not ready to 
be passed.

Mr. DREIER. Mr. Chairman, I am 
very happy to yield 11⁄2 minutes to the 
gentleman from California (Mr. COX), 
the distinguished chairman of the Se-
lect Committee on Homeland Security. 

Mr. COX. Mr. Chairman, I thank the 
gentleman for yielding me this time. I 
thank the chairman, as well, for work-
ing with me on the language of this 
amendment which I became concerned 
with first as chairman of a different se-
lect committee on U.S. national secu-
rity and military commercial concerns 
with the People’s Republic of China. As 
a result of extensive expert testimony 
during hearings before that committee, 
I became convinced that the MTOPS 
standard is not an acceptable metric 
for the purposes that we are seeking to 
achieve with our export control re-
gime, and I support modernizing and 
updating the approach that we are tak-
ing to high-end computer export con-
trols. I have suggested, and there is in-
cluded in this amendment, a 120-day 
period during which these regulations 
can be implemented by the Bush ad-
ministration, and I appreciate the gen-
tleman from California (Mr. DREIER) 
changing the text of the amendment so 
that the repeal of the current regime is 
not immediately effective. 

I am concerned that while we are re-
pealing the provisions concerning 
MTOPS, we are also repealing the noti-
fication requirements in the statute. I 
would hope that as we go to conference 
we might correct what I believe is an 
oversight in that respect because I be-
lieve that any new regime of regula-

tions would include such notification 
requirements in all events. But I think 
it is important that we modernize our 
regime in this respect, and I support 
the amendment. I will vote in support 
of it. 

Mr. HUNTER. Mr. Chairman, I yield 
1 minute to the gentleman from New 
Jersey (Mr. SAXTON), chairman of the 
Subcommittee on Terrorism, Uncon-
ventional Threats and Capabilities. 

(Mr. SAXTON asked and was given 
permission to revise and extend his re-
marks.) 

Mr. SAXTON. Mr. Chairman, as the 
gentleman mentioned at the beginning 
of this session, the Committee on 
Armed Services set up a new sub-
committee which I have the honor of 
chairing. One of our responsibilities on 
the Subcommittee on Terrorism, Un-
conventional Threats and Capabilities 
is to review matters just such as this 
one that would have to do with the pro-
liferation of weapons of a variety of 
kinds and the materials that could be 
used to construct them. This very 
amendment offered by the gentleman 
from California (Mr. DREIER) is just 
such a subject that should be reviewed 
by this subcommittee. That is what we 
are staffed for, and that is what we do; 
and here we are on the floor consid-
ering this amendment without even 
having had the opportunity to consider 
it by our subcommittee. 

We are for international trade. We 
are for export of computer systems to 
the right people. However, this is a 
wrongheaded, in my opinion, at least 
at this point without having had a 
chance to study it before today, 
amendment which goes, in my opinion, 
in the wrong direction as has been stat-
ed by the developing coalition, includ-
ing the gentleman from Hawaii (Mr. 
ABERCROMBIE), the gentleman from 
Washington (Mr. DICKS), and the gen-
tleman from Mississippi (Mr. TAYLOR). 

Ms. LOFGREN. Mr. Chairman, I yield 
myself the balance of my time. 

I thought it was quite wonderful that 
the chairman of the Permanent Select 
Committee on Intelligence supported 
this amendment. I would like to note 
for the record that the ranking mem-
ber, the gentlewoman from California 
(Ms. HARMAN), has also announced her 
support for the amendment. I think 
there is a reason for that. We have been 
trying to resolve this for many, many 
years; and because of a variety of 
snags, we were unable to do it, but we 
are paying an economic price. The Sil-
icon Valley unemployment rate today 
is 8.5 percent. We have lost 239,000 jobs 
since January of 2001, and we need to 
revitalize the economy. This is one way 
to do it that is safe. It is supported by 
the Bush administration, it is sup-
ported by Condoleezza Rice, it is sup-
ported by the Department of Defense, 
it is supported by the GAO study; and 
I think it is time to act. 

I am delighted to cosponsor this 
amendment with my colleague, the 
gentleman from California (Mr. 
DREIER). It has overwhelming support 
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on both sides of the aisle as well as 
within the administration. I think it is 
quite worthy of the support of Mem-
bers on both sides. It does not jeop-
ardize our national security in any 
way. I hope that Members will listen to 
the debate and vote ‘‘aye.’’ 

Mr. DREIER. Mr. Chairman, I yield 
myself the balance of my time. As we 
have worked in structuring this rule, I 
want to congratulate the gentleman 
from California (Mr. HUNTER) for all of 
the effort he has put into this great 
piece of legislation. I do not step for-
ward to challenge him on an issue 
lightly. This is a very serious matter. I 
will take a back seat to no one when it 
comes to the national security of the 
United States of America. 

The gentleman from California and I 
came together with Ronald Reagan in 
1980, and I would not be supportive of 
any legislation which repealed regula-
tions to ensure that the transfer of sen-
sitive technology would go into the 
hands of our adversaries. I have great 
confidence in Condoleezza Rice. I have 
great confidence in the leadership of 
this President. And I believe that the 
correspondence that we have had, hav-
ing worked closely on fashioning this 
amendment with the administration, 
having worked closely with the chair-
man of the Permanent Select Com-
mittee on Intelligence, having worked 
closely with the chairman of the Select 
Committee on Homeland Security, and 
Democrats on the other side of the 
aisle to ensure that we have this oppor-
tunity to do it, guarantees that we will 
address our national security concerns.

b 1815 

Pass this amendment. Repeal this 
outdated moment. Please vote in favor 
of the amendment. 

Mr. HUNTER. Mr. Chairman, I yield 
myself such time as I may consume. 

Mr. Chairman, this amendment guts 
a very important aspect of national se-
curity, and that aspect is knowledge. 
The idea that we want to take away 
notice when a supercomputer is sold to 
one of these third-tier countries, and 
once again I would ask the floor staff 
to put up that list of so-called third-
tier countries, including Communist 
China and a number of others which 
may at some point be our adversary, 
the idea that we want to take away our 
notice so that we do not know if we are 
transferring a supercomputer to the 
Osama bin Laden Construction Cor-
poration, we want to divest ourselves 
of that knowledge, that makes no 
sense. 

We have a system in place which is 
very practical. It is a 10-day system. 
You simply tell, by notice, the Depart-
ment of Commerce if you are going to 
sell a supercomputer. The President de-
cides what a supercomputer consists of; 
and if you are going to sell a supercom-
puter to China or Pakistan or Vietnam 
or Algeria, you give them a 10-day no-
tice. He sends a copy within 24 hours to 
the Secretary of Defense, the Secretary 
of State. If nobody objects, you make 

the sale. If 10 days expires, you go 
ahead and transfer this supercomputer. 

The other thing we have is in-use 
verification. We want to make sure 
when a supercomputer goes to China it 
is being used by their weather bureau, 
for example, not by their nuclear fa-
cilities. The only way one can tell is by 
sending a team and saying is that 
supercomputer where they said it 
would be? That is called in-use 
verification. The gentleman from Cali-
fornia’s (Mr. DREIER) amendment 
strikes in-use verification. 

The gentleman from Illinois (Mr. 
HYDE) joins me in opposing this amend-
ment very strongly. I would ask the 
Members to look at the handout that 
the gentleman from Illinois (Mr. HYDE) 
and I put out together. 

Please vote this amendment down 
and please retain notice.

Ms. ESHOO. Mr. Chairman, I rise in strong 
support of the amendment offered by my col-
leagues Chairman DREIER and Representative 
LOFGREN. 

The amendment allows the Administration to 
reform the MTOP standard to control com-
puter exports, a standard implemented during 
the Cold War to protect high-performance 
computers from falling into the hands of rogue 
nations. 

Why should this standard be reformed? 
Quite simply, the MTOP standard has failed 

to keep pace with technological innovation and 
has become a useless tool that serves no 
other purpose other than to place American 
companies at a severe competitive disadvan-
tage with their foreign competitors. 

Personal computers available today perform 
at more than 25 times the speed of the super-
computers built just a decade ago. Yet these 
same PCs are treated like weapons under the 
MTOP standard. 

Clearly, reform of our export system is nec-
essary. 

This amendment protects our national secu-
rity while at the same time allowing American 
high technology companies to compete on a 
level playing field with their foreign competi-
tors. 

Importantly, it is not only the technology and 
computer industries who are calling for this re-
form. 

Both the Defense Department and the GAO 
agree that the MTOPS export control system 
is ‘‘ineffective’’ and ‘‘irrelevant’’. 

We must reform this standard and I urge my 
colleagues to support this amendment.

Ms. HARMAN. Mr. Chairman, I rise in sup-
port of the Dreier-Lofgren amendment, which 
would repeal the requirement to use MTOPS 
as the metric for restricting exports of high-
powered computers and authorize the Presi-
dent to devise a new approach that is both 
more effective at protecting national security 
and less injurious to U.S. commercial inter-
ests. 

When Congress imposed the MTOPS re-
quirements as part of the National Defense 
Authorization Act back in 1998, we made a 
terrible mistake by mandating a metric that 
was poorly matched to the threat it was de-
signed to address. At the same time, we 
handicapped U.S. high tech companies trying 
to break into the world’s fastest growing mar-
kets—and gave an artificial advantage to all 
the companies abroad who would like to move 

the leading edge in high-powered computing 
to other nations. 

The MTOPS metric has been ineffective at 
controlling the diffusion of technology primarily 
because computing power has advanced at 
such a furious pace over the past decade and 
a half. In 1991 when the MTOPS metric was 
first devised, the fastest supercomputer in the 
world was the Cray C90, which was the size 
of two refrigerators and cost about $10 million. 
Do you realize that today a Dell Pentium 4 
laptop computer, which costs about $1,000, 
has more computing power than the Cray 
C90? 

What’s more, ‘‘clustering’’ technology allows 
a foreign government whose technological ca-
pabilities we are trying to limit to buy mass 
market PCs off the shelves of Radio Shack or 
Wal-Mart and achieve the same computing 
power by harnessing them together. 

The most important point I want to make 
today is that this amendment repealing the 
MTOPS mandate will not injure national secu-
rity. To that end, I want to cite just a few 
sources: 

A May 2001 report by the Center for Stra-
tegic and International Studies (CSIS) con-
cluded that the MTOPS system is ‘‘ineffective, 
given the global diffusion of information tech-
nology and the rapid increases in perform-
ance’’ and ‘‘irrelevant’’ because it ‘‘cannot ac-
curately measure performance of current 
microprocessors or alternative sources of 
supercomputing like clustering.’’

A February 2001 study by DOD’s Office of 
Science and Technology similarly concluded 
that ‘‘MTOPS has lost its effectiveness * * * 
due to rapid technology advances.’’

President George W. Bush commented in 
March 2001 that ‘‘With computing power dou-
bling every 18 months, these controls have 
the shelf life of sliced bread. They don’t work.’’

Mr. Chairman, passing this amendment will 
give the President the power to devise a bet-
ter system to protect national security. Let’s do 
the right thing and approve the Dreier-Lofgren 
amendment.

The CHAIRMAN pro tempore (Mr. 
HASTINGS of Washington). All time has 
expired. 

The question is on the amendment 
offered by the gentleman from Cali-
fornia (Mr. DREIER). 

The question was taken; and the 
Chairman pro tempore announced that 
the noes appeared to have it. 

Mr. DREIER. Mr. Chairman, I de-
mand a recorded vote. 

The CHAIRMAN pro tempore. Pursu-
ant to clause 8 of rule XX, further pro-
ceedings on the amendment offered by 
the gentleman from California (Mr. 
DREIER) will be postponed. 

The CHAIRMAN pro tempore. The 
Committee will rise informally. 

The SPEAKER pro tempore (Mr. 
LAHOOD) assumed the Chair.

f

MESSAGE FROM THE PRESIDENT 

A message in writing from the Presi-
dent of the United States was commu-
nicated to the House by Mr. Sherman 
Williams, one of his secretaries.

The SPEAKER pro tempore. The 
Committee will resume its sitting. 
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NATIONAL DEFENSE AUTHORIZA-

TION ACT FOR FISCAL YEAR 2004 
The Committee resumed its sitting. 
The CHAIRMAN pro tempore (Mr. 

HASTINGS of Washington). It is now in 
order to consider amendment No. 9 
printed in House Report 108–122. 

AMENDMENT NO. 9 OFFERED BY MR. HASTINGS 
OF FLORIDA 

Mr. HASTINGS of Florida. Mr. Chair-
man, I offer an amendment. 

The CHAIRMAN. The Clerk will des-
ignate the amendment. 

The text of the amendment is as fol-
lows:

Amendment No. 9 offered by Mr. HASTINGS 
of Florida:

Page 260, strike lines 23 and 24.
Page 262, strike lines 7 through 12.

The CHAIRMAN pro tempore. Pursu-
ant to House Resolution 247, the gen-
tleman from Florida (Mr. HASTINGS) 
and a Member opposed each will con-
trol 5 minutes. 

The Chair recognizes the gentleman 
from Florida (Mr. HASTINGS). 

Mr. HASTINGS of Florida. Mr. Chair-
man, I yield myself such time as I may 
consume. 

I rise today to offer an amendment 
that preserves congressional oversight 
authority over Department of Defense 
actions. U.S. Code, Title 10, directs the 
Department of Defense to prepare a va-
riety of reports annually, quarterly, 
and monthly. The Secretary has ar-
gued, and with some currency, that the 
task of preparing these reports is too 
time-consuming and manpower inten-
sive. The Secretary now seeks to have 
the requirement to submit reports de-
leted. 

Mr. Chairman, I am all for efficiency 
in government, but let us be careful 
not to give away the House and the 
Senate. Mr. Chairman, included in the 
list of reports the Secretary of Defense 
seeks to delete from Title 10 are some 
that are critical for the House and Sen-
ate. We cannot abrogate our constitu-
tional duty of checks and balances over 
the largest department of the Execu-
tive Branch simply because it takes 
time to prepare a report. 

My amendment retains three report-
ing requirements that I believe are ex-
tremely important to this body’s over-
sight authority. 

The first directs the Secretary of De-
fense to inform the House Permanent 
Select Committee on Intelligence and 
the Senate Intelligence Committee on 
any actions taken consistent with ac-
tivities outlined in the National Secu-
rity Act. I can assure the Members, as 
a member of the Permanent Select 
Committee on Intelligence, this infor-
mation is of the utmost importance to 
us. 

The second is an annual report from 
the Secretary of Defense to the House 
Committee on Armed Services and the 
Senate Armed Services Committee as 
well as the House Committee on Inter-
national Relations and the Senate For-
eign Relations Committee. This report 
lists all humanitarian assistance ac-
tivities of the Department, including 
the cost of those activities. 

The third report retained by my 
amendment requires the heads of each 
DOD department or agency to provide 
an annual report to the House Com-
mittee on Armed Services and the Sen-
ate Armed Services Committee on the 
management of the civilian workforce 
under their jurisdiction. 

With the sweeping changes envi-
sioned for the DOD civilian workforce, 
who can argue that these reports are 
no longer important? 

I appreciate the Secretary’s con-
cerns. As a matter of fact, several of us 
met with Secretary Rumsfeld as he re-
turned to the Department of Defense, 
and one of the questions that was put 
to him was what changes did he see 
this second time around. Very candidly 
and forthrightly he said the thing that 
struck him most is the number of re-
ports that are required to be brought 
out by the Department of Defense. 

I have included in this amendment 
timely and relevant reports to Con-
gress and excluded from it original 
versions that would have required 
more. 

We are about to write a very large 
check for the Department of Defense 
and rightly so, but at the end of the 
day let us make sure we know what we 
are paying for. I would like to thank 
the gentleman from California (Chair-
man HUNTER) for his interest in my 
amendment, and especially I am grate-
ful to him and his staff and the ranking 
member, and I believe that we have 
reached an acceptable compromise. 

Mr. Chairman, I reserve the balance 
my time. 

Mr. HUNTER. Mr. Chairman, I ask 
unanimous consent for the time in op-
position, although I am not opposed to 
the amendment. 

The CHAIRMAN pro tempore. With-
out objection, the gentleman from 
California (Mr. HUNTER) is recognized 
for 5 minutes. 

There was no objection. 
Mr. HUNTER. Mr. Chairman, I yield 

myself such time as I may consume. 
I want to thank the gentleman for 

bringing this amendment and thank 
him for working with the committee, 
and we have no objection to the amend-
ment.

Mr. HASTINGS of Florida. Mr. Chair-
man, I thank the gentleman and the 
ranking member. 

Mr. Chairman, I yield back the bal-
ance of my time. 

The CHAIRMAN pro tempore. The 
question is on the amendment offered 
by the gentleman from Florida (Mr. 
HASTINGS). 

The amendment was agreed to. 
AMENDMENT NO. 6 OFFERED BY MR. DREIER 
The CHAIRMAN pro tempore. Pursu-

ant to clause 6 of rule XVIII, pro-
ceedings will now resume on amend-
ment No. 6. 

The pending business is the demand 
for a recorded vote on the amendment 
offered by the gentleman from Cali-
fornia (Mr. DREIER) on which further 
proceedings were postponed and on 
which the noes prevailed by voice vote. 

The Clerk will redesignate the 
amendment. 

The Clerk redesignated the amend-
ment. 

RECORDED VOTE 

The CHAIRMAN pro tempore. A re-
corded vote has been demanded. 

A recorded vote was ordered. 
The vote was taken by electronic de-

vice, and there were—ayes 207, noes 217, 
not voting 10, as follows:

[Roll No. 219] 

AYES—207

Ackerman 
Allen 
Baca 
Baird 
Baldwin 
Ballance 
Becerra 
Bereuter 
Berkley 
Biggert 
Bishop (NY) 
Blumenauer 
Blunt 
Boehlert 
Boehner 
Bono 
Boswell 
Boucher 
Brady (TX) 
Brown (SC) 
Burr 
Camp 
Cannon 
Cantor 
Capps 
Capuano 
Cardin 
Cardoza 
Case 
Castle 
Chocola 
Clay 
Conyers 
Cooper 
Cox 
Crane 
Crowley 
Cubin 
Cummings 
Cunningham 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis, Tom 
DeGette 
Delahunt 
DeLauro 
DeLay 
Diaz-Balart, L. 
Dingell 
Doggett 
Dooley (CA) 
Dreier 
Dunn 
Ehlers 
Emanuel 
Engel 
Eshoo 
Etheridge 
Farr 
Flake 
Fletcher 
Foley 
Fossella 
Frank (MA) 
Frost 
Gallegly 
Gonzalez 
Goodlatte 

Goss 
Granger 
Greenwood 
Grijalva 
Gutierrez 
Gutknecht 
Harman 
Harris 
Hart 
Hastings (FL) 
Hastings (WA) 
Hensarling 
Herger 
Hill 
Hinojosa 
Hoekstra 
Holt 
Honda 
Hooley (OR) 
Houghton 
Hoyer 
Hulshof 
Inslee 
Israel 
Issa 
Jackson (IL) 
Jefferson 
John 
Johnson (CT) 
Johnson, E. B. 
Jones (OH) 
Kelly 
Kennedy (MN) 
Kennedy (RI) 
Kilpatrick 
Kind 
Kirk 
Knollenberg 
Kolbe 
Kucinich 
LaHood 
Lampson 
Larsen (WA) 
Latham 
LaTourette 
Leach 
Lee 
Lewis (GA) 
Linder 
Lofgren 
Lowey 
Lucas (KY) 
Majette 
Maloney 
Manzullo 
Markey 
Matheson 
Matsui 
McCarthy (NY) 
McCollum 
McCrery 
McDermott 
McGovern 
Meeks (NY) 
Menendez 
Mica 
Michaud 
Millender-

McDonald 
Miller (NC) 

Moore 
Moran (VA) 
Myrick 
Nadler 
Napolitano 
Neal (MA) 
Northup 
Nunes 
Oberstar 
Olver 
Osborne 
Ose 
Otter 
Pallone 
Pastor 
Paul 
Pelosi 
Peterson (MN) 
Petri 
Pitts 
Portman 
Price (NC) 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Rahall 
Ramstad 
Rangel 
Reynolds 
Roybal-Allard 
Rush 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Schakowsky 
Schiff 
Scott (VA) 
Serrano 
Sessions 
Shays 
Shimkus 
Smith (TX) 
Smith (WA) 
Snyder 
Solis 
Sullivan 
Tauscher 
Thomas 
Thompson (CA) 
Thompson (MS) 
Thornberry 
Tierney 
Toomey 
Towns 
Udall (CO) 
Udall (NM) 
Upton 
Van Hollen 
Velazquez 
Walden (OR) 
Walsh 
Waters 
Watson 
Watt 
Weiner 
Weller 
Wexler 
Wilson (NM) 

NOES—217

Abercrombie 
Aderholt 
Akin 
Alexander 
Andrews 
Bachus 
Baker 
Ballenger 
Barrett (SC) 

Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bell 
Berman 
Berry 
Bilirakis 
Bishop (GA) 

Bishop (UT) 
Blackburn 
Bonner 
Boozman 
Boyd 
Bradley (NH) 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
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Burgess 
Burns 
Burton (IN) 
Buyer 
Calvert 
Capito 
Carson (IN) 
Carson (OK) 
Carter 
Chabot 
Clyburn 
Coble 
Cole 
Collins 
Costello 
Cramer 
Crenshaw 
Culberson 
Davis (TN) 
Davis, Jo Ann 
Deal (GA) 
DeFazio 
DeMint 
Deutsch 
Diaz-Balart, M. 
Dicks 
Doyle 
Duncan 
Edwards 
English 
Evans 
Everett 
Fattah 
Feeney 
Ferguson 
Filner 
Forbes 
Ford 
Franks (AZ) 
Frelinghuysen 
Garrett (NJ) 
Gerlach 
Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Goode 
Graves 
Green (TX) 
Green (WI) 
Hall 
Hayes 
Hayworth 
Hefley 
Hinchey 
Hobson 
Hoeffel 
Holden 
Hostettler 
Hunter 
Hyde 
Isakson 
Istook 

Jackson-Lee 
(TX) 

Janklow 
Jenkins 
Johnson (IL) 
Johnson, Sam 
Jones (NC) 
Kanjorski 
Kaptur 
Keller 
Kildee 
King (IA) 
King (NY) 
Kingston 
Kleczka 
Kline 
Lantos 
Larson (CT) 
Levin 
Lewis (CA) 
Lewis (KY) 
Lipinski 
LoBiondo 
Lucas (OK) 
Lynch 
Marshall 
McCarthy (MO) 
McCotter 
McHugh 
McInnis 
McIntyre 
McKeon 
McNulty 
Meehan 
Meek (FL) 
Miller (FL) 
Miller (MI) 
Miller, Gary 
Miller, George 
Mollohan 
Moran (KS) 
Murphy 
Murtha 
Musgrave 
Nethercutt 
Ney 
Norwood 
Nussle 
Obey 
Ortiz 
Owens 
Pascrell 
Payne 
Pearce 
Pence 
Peterson (PA) 
Pickering 
Platts 
Pombo 
Pomeroy 
Porter 
Regula 
Rehberg 
Renzi 

Reyes 
Rodriguez 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Ross 
Rothman 
Royce 
Ruppersberger 
Ryan (OH) 
Ryan (WI) 
Ryun (KS) 
Sabo 
Sanders 
Sandlin 
Saxton 
Schrock 
Scott (GA) 
Sensenbrenner 
Shadegg 
Shaw 
Sherman 
Sherwood 
Shuster 
Simmons 
Simpson 
Skelton 
Slaughter 
Smith (MI) 
Smith (NJ) 
Souder 
Spratt 
Stark 
Stearns 
Stenholm 
Strickland 
Stupak 
Sweeney 
Tancredo 
Tanner 
Tauzin 
Taylor (MS) 
Taylor (NC) 
Terry 
Tiahrt 
Tiberi 
Turner (OH) 
Turner (TX) 
Visclosky 
Vitter 
Wamp 
Waxman 
Weldon (FL) 
Weldon (PA) 
Wicker 
Wilson (SC) 
Wolf 
Woolsey 
Wu 
Wynn 
Young (AK) 
Young (FL) 

NOT VOTING—10 

Bonilla 
Brown-Waite, 

Ginny 
Combest 

Doolittle 
Emerson 
Gephardt 
Gordon 

Langevin 
Oxley 
Whitfield

ANNOUNCEMENT BY THE CHAIRMAN PRO 
TEMPORE 

The CHAIRMAN pro tempore (Mr. 
HASTINGS of Washington) (during the 
vote). Members are advised that 2 min-
utes remain in this vote. 

b 1848 

Messrs. NETHERCUTT, MORAN of 
Kansas, CARSON of Oklahoma, 
PENCE, Mr. RYUN of Kansas, MEEK of 
Florida, BURTON of Indiana, 
RUPPERSBERGER, Ms. BROWN of 
Florida, Messrs. WYNN, TIAHRT, 
LARSON of Connecticut, and WILSON 
of South Carolina, Ms. ROS-
LEHTINEN, and Mr. SHADEGG 
changed their vote from ‘‘aye’’ to ‘‘no.’’ 

Messrs. KIND, TOOMEY, THOMP-
SON of California, WATT, WALDEN of 
Oregon, PALLONE, LAMPSON, MAR-
KEY, NADLER, RAHALL, CROWLEY 

and Ms. HARRIS changed their vote 
from ‘‘no’’ to ‘‘aye.’’ 

So the amendment was rejected. 
The result of the vote was announced 

as above recorded.
Stated against:
Mr. LANGEVIN. Mr. Chairman, on rollcall 

No. 219, my vote was not recorded, but had 
it been recorded I would have voted ‘‘no.’’

f 

PERSONAL EXPLANATION

Mr. OXLEY. Mr. Chairman, I was absent 
from the House floor during rollcall vote 208 
through rollcall vote 219. Had I been present, 
I would have voted ‘‘aye’’ on rollcall votes 
numbered 208, 209, 210, 211, 212, 213, 214, 
217, 218, and 219. I would have voted ‘‘nay’’ 
on rollcall votes 215 and 216.

Mr. BOEHLERT. Mr. Speaker, I submit the 
following letter for the RECORD.

COMMITTEE ON SCIENCE, 
HOUSE OF REPRESENTATIVES, 

Washington, DC, May 15, 2003. 
Hon. DUNCAN HUNTER, 
Chairman, Committee on Armed Services, House 

of Representatives, Washington, DC. 
DEAR MR. CHAIRMAN: I understand that the 

Armed Services Committee has requested 
that the Committee on Science waive its 
right to a referral on several sections of H.R. 
1588, the National Defense Authorization Act 
for Fiscal Year 2004. It is also my under-
standing that the Parliamentarian’s office 
has confirmed that the Science Committee 
has jurisdiction over several provisions in 
H.R. 1588. 

To expedite the consideration of this bill 
by the House, the Committee is willing to 
waive its right to a referral, provided that 
the Science Committee’s right to participate 
as conferees on those provisions within its 
jurisdiction is also protected. I would also 
appreciate if this exchange of letters could 
be included in the record of debate on H.R. 
1588 during floor consideration. 

Thank you for your consideration in this 
matter. 

Sincerely, 
SHERWOOD BOEHLERT, 

Chairman.

Mr. BLUMENAUER. Mr. Chairman, pro-
viding national defense is one of the federal 
government’s most significant functions, and 
today it is more important than ever. Our mili-
tary superiority, as demonstrated during the 
war in Iraq, is unmatched. In terms of num-
bers, the United States spends more on de-
fense than the next 25 nations combined. 

Yet this $400 billion authorization, the larg-
est defense allocation in history, does not suf-
ficiently address long term threats to our na-
tional security. In fact, it takes us in the wrong 
direction by exempting the Pentagon from its 
future environmental responsibilities and not 
providing adequate resources to clean up the 
legacy of past defense-related pollution. 

With such an enormous authorization of re-
sources, we must make sure that the money 
is being spent wisely. Unfortunately, we have 
not eliminated unnecessary, wasteful pro-
grams that do little to enhance the security of 
the United States. Despite agreement on the 
need for deep and lasting changes to military 
strategy, doctrine, and force structure, the 
Pentagon’s focus so far has been on acquiring 
new capabilities rather than on re-evaluating 
current questionable priorities and programs. 
While the Pentagon identified only $24.3 bil-
lion to fund ‘‘transformation goals,’’ roughly 
one third of that amount is also budgeted for 

missile defense, a Reagan era program that 
continues to suffer from technological difficul-
ties and cost overruns. This is misdirected 
funding taking away from other defense com-
mitments and ignores the fact that we are 
more at risk from terrorist with trucks, suit-
cases and motorboats than missiles.

We are not meeting our commitments to 
‘‘hometown security.’’ More of this money 
should be directed to our struggling commu-
nities to address the real security threats they 
are facing, as demonstrated by the current 
code orange security status. 

We are not meeting our commitments to our 
veterans. Our spending priorities should in-
clude funding concurrent receipts, which en-
able retirees who were injured in the line of 
duty to receive both their deserved retirement 
pay and disability payments. The number one 
issue I hear about from military retirees in my 
district is veterans’ health care funding, which 
has vast unmet needs. 

We are not meeting our environmental com-
mitments. We should not lay the burden on 
our communities of cleaning up the Depart-
ment of Defense’s toxic legacy. In particular, 
we should fund remedies to the problem of 
unexploded ordnance. There are some 2,000 
former military properties in every state and 
nearly every congressional district where 
these hidden dangers lurk. This is a prime ex-
ample of the need for the federal government 
to be a better partner and clean up after itself. 

In addition to the unwise and wasteful ex-
penditures in this bill, it also authorizes unnec-
essary and destructive waivers of important 
environmental protections essential to the 
health of Americans and the health of our land 
and water. The bill would weaken one of the 
key provisions of the Endangered Species Act 
involving critical habitat protection. It would 
also weaken the definition of ‘‘harassment’’ in 
the Marine Mammal Protection Act. Unfortu-
nately these laws apply to all ocean users, not 
just the Department of Defense. If we exempt 
the largest landowner in the country from envi-
ronmental regulations, how can we expect 
anyone else to follow our laws? 

Instead of addressing real threats to readi-
ness, the Bush administration and Republican 
leadership are taking on an easier target: en-
dangered species. Using national defense as 
cover, the Republicans propose to make 
changes to environmental laws in ways that 
have nothing to do with defense readiness, 
suggesting that was not their goal in the first 
place. The provision in this bill are too broad 
to protect the environment, yet too narrow to 
deal with the wide range of problems that 
hinder military readiness, like encroachment 
and sprawl. 

This is the same sprawl and unplanned 
growth that threatens our farms and 
forestlands, pollutes our air and water, and 
congests our roadways. 

There is much that we could do to strength-
en and better protect America with the enor-
mous resources authorized in this bill. There 
are too many items authorized that threaten 
Americans’ health and safety or waste tax dol-
lars with no tangible benefit. We must do bet-
ter in shaping our Nation’s defense policy and 
honoring our existing commitments to vet-
erans, the environment, and our community.

Ms. BALDWIN. Mr. Chairman, I rise today to 
oppose the FY 04 Defense Authorization bill. 

Since September 11, 2001, our nation has 
faced the threat of international terrorism. 
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Every Member of Congress has taken seri-
ously one of our most important responsibil-
ities; protecting the lives and property of all 
Americans. I have supposed many of Presi-
dent’s Bush’s initiatives to address the threat 
posed by Al Qaida and international terrorism 
when I believed they would enhance our coun-
try’s security. I have opposed proposals when 
I believed they would not. 

The test of any defense related legislation 
is: Does it make our country safer? This bill 
fails that test. In fact, in some ways, this bill 
will decrease our security. 

First, this bill encourages nuclear prolifera-
tion. This bill will eliminate the prohibition on 
the research, development and deployment of 
low-yield nuclear weapons, even as the United 
States works to stop proliferation of nuclear 
weapons elsewhere. The list of countries with 
nuclear weapons keeps growing: the United 
States, Russia, Great Britain, France, China, 
Israel, India, and Pakistan. Now North Korea 
has them. Who’s next? The United States 
committed to work toward disarmament when 
the Nuclear Non-proliferation Treaty (NPT) 
went into effect in 1972. We should be taking 
bold steps toward ending the threat of nuclear 
holocaust once and for all, not creating new 
ones. 

The United States must show leadership by 
refraining from the use of nuclear weapons. 
Developing new ones sends exactly the oppo-
site message. By continuing the development 
of new nuclear weapons at the same time we 
are trying to convince other nations to abstain 
from such weapons, we undermine our credi-
bility to fight proliferation. Now is not the time 
to send an ambiguous non-proliferation mes-
sage to those nations who would try to join the 
nuclear club. 

These ‘‘tactical’’ nuclear weapons are not 
needed for our defense. Conventional ‘‘bunker 
buster’’ bombs have been used and additional 
research is ongoing to improve their 
effectivess. A ‘‘robust earth penetrator’’ would 
not be a targeted ‘‘smart bomb,’’ since fallout 
would harm human beings in the area of the 
blast. One that successfully penetrates deep 
enough to contain the fallout would need to 
have sufficient explosive power to no longer 
be considered a ‘‘mini’’ or tactical nuclear 
weapon. The only permanent solution to the 
nuclear threat is to eliminate these weapons 
entirely through a global legal commitment, 
backed by strong oversight and enforcement 
mechanisms.

Second, the overall spending level in this bill 
is excessive. This will be the largest defense 
budget in the history of the United States. The 
Center for Strategic and Budgetary Assess-
ment has calculated that it is 10 percent high-
er in real terms than the average military 
budget during the Cold War. At $400.5 billion, 
this bill is $7.6 billion higher than the current 
authorized level. It represents 51 percent of 
Fiscal Year 2004 discretionary spending. The 
first Defense Authorization bill passed after I 
was elected to Congress in 1998 was the FY 
2000 bill. That legislation authorized $291.0 
billion. 

Clearly we are the preeminent military 
power in the world. Our military spending is 8 
times as large as the next largest military—
Russia. No other nation, or collection of na-
tions, is anywhere close to being able to chal-
lenge American military power. Continuing to 
increase our military spending beyond the rate 
of inflation and in a time of budget deficits and 

a stagnant economy is not a wise use of tax-
payer dollars. We can be safe without spend-
ing more. 

Before significantly increasing defense 
spending, we need to eliminate the waste, 
fraud and abuse within the department. The 
department’s inspector general found that the 
department could not account for more than 
$1 trillion in spending. Yes, $1 trillion. That’s 
two and half yearly defense budgets. A Gen-
eral Accounting Office report found that the 
Army could not account for 56 airplanes, 32 
tanks, and 36 missile command launch-units. 
The GAO found that the department has 2,200 
overlapping accounting systems which cost a 
total of $18 billion per year. $18 billion, and 
apparently they don’t even work. The GAO es-
timates there is at least $20 billion in savings 
that could be found in the defense budget. 

Third, this bill continues funding for weap-
ons systems that are expensive and unneces-
sary. The bill would authorize $1.05 billion to 
purchase 9 new MV–22 Osprey tilt-rotor air-
craft and continue program research and de-
velopment. This aircraft has had continuing 
design problems that have already cost us 
$15 billion, four crashes and the lives of 23 
Marines. We don’t need these planes. We 
also do not need the F–22 Raptor. Like the 
Osprey, it has continuing technical problems 
and cost overruns. Each aircraft costs $260 
million. We could save $3.5 billion if we did 
not purchase the proposed 22 this year. 

The bill also makes it harder to close 
unneeded military bases. We have and will 
continue to restructure our forces to meet our 
new security needs. That process requires us 
to reduce our expenses by closing excess 
bases. Keeping unnecessary bases open 
wastes valuable defense dollars that could be 
used to enhance our security. 

Perhaps the biggest boondoggle in the de-
fense budget is the national missile defense 
system. The bill calls for $9.1 billion to con-
tinue research, development and initial deploy-
ment in Alaska. Each year we put more and 
more resources into this unproven technology 
that does not address the most likely threats 
from weapons of mass destruction. Is a nu-
clear weapon likely to arrive on an interconti-
nental ballistic missile? Homeland security ex-
perts don’t believe so. They are worried about 
our ports and our borders. The GAO found 
that ‘‘an effective port security environment 
may be many years away.’’ The U.S. maritime 
system consists of more than 300 sea and 
river ports with more than 3,700 cargo and 
passenger terminals. In excess of 6 million 
transport containers enter our ports each year. 
With $9.1 billion we could secure our ports, 
and have money left over to address other ur-
gent homeland security needs like funding for 
first responders, research on chemical, biologi-
cal and nuclear weapons detection, improving 
our border security, and providing more re-
sources for non-proliferation efforts overseas. 
These should be our priorities. 

Fourth, the bill includes many unwise, inap-
propriate and unnecessary provisions. The bill 
would exempt the Department of Defense 
from certain aspects of the Marine Mammal 
Protection Act and Endangered Species Act. 
These laws already contain exemptions in 
cases where national security is at stake. Both 
the General Accounting Office and EPA Ad-
ministrator Whitman have testified that envi-
ronmental laws have not affected military 
readiness. This provision will undermine our 

environmental laws and threaten endangered 
species. 

The bill gives the Secretary of Defense un-
precedented ability to bypass civil service per-
sonnel rules and establish new personnel sys-
tems. Civil service rules were established to 
protect workers and protect the public interest 
by ensuring that fair rules and professionalism 
replace political favoritism and cronyism. The 
Bush Administration submitted this sweeping 
and unprecedented request at the last minute. 
We don’t even know what kind of system the 
Secretary of Defense intends to create. Any 
major change like this one requires extensive 
hearings and in-depth analysis before Con-
gress makes a decision. We should not be 
railroaded into dismantling an effective, honest 
civil service system. Furthermore, we should 
not give a blank check to the Administration in 
designing this system. 

Finally, I am concerned about the continued 
funding of counter-narcotics military operations 
in Colombia. The involvement of our military in 
Colombia’s civil war is counterproductive and 
dangerous. This bill allows counter-narcotics 
funding and equipment to be used by the Co-
lombian government to fight its civil war. This 
policy should come to an end. 

Mr. Chairman, we can keep our nation se-
cure. Unfortunately, this defense authorization 
bill does not do so. This defense budget 
wastes money. If I believed that the increased 
expenditures were appropriately focused on 
paying our brave servicemen and women what 
they deserve and increasing their readiness, I 
would support it. But this defense budget is 
targeted at the wrong threats. This defense 
budget sets the wrong priorities.

Mr. UDALL of Colorado. Mr. Chairman, this 
bill is one of the most important measures that 
the House will consider this year. It is intended 
to set out our vision for the defense of our 
country in the years ahead—both in terms of 
policy direction and spending priorities. Unfor-
tunately, the vision this bill puts forth is not 
one I can endorse, and so I cannot vote for it. 

We are over a year into our war on ter-
rorism and fresh from military action in Iraq. 
There is no doubt that we must continue to 
focus on defending our homeland against ter-
rorism, we must support our military per-
sonnel, and we must give our military the 
training, equipment, and weapons it needs to 
beat terrorism around the world. 

That’s why I’m in favor of provisions in the 
bill that support those men and women who 
made our victory possible in Afghanistan and 
Iraq. The bill provides an average 4.1 percent 
pay raise for service members, boosts military 
special pay and extends bonuses, and fund 
programs to improve living and working facili-
ties on military installations. Those are all 
good provisions that I support. 

I’m also in favor of ensuring our defense ca-
pabilities are up to the task of defending 
against 21st century threats. Secretary Rums-
feld continues to try to refocus and reprioritize 
our defense programs along 21st century 
lines, but I’m not sure his vision has the sup-
port of some of our colleagues here in the 
House, who seem content to address new 
threats with Cold War-era technologies. In-
deed, with the exception of the Crusader artil-
lery system, the Administration and Congress 
have continued every major weapons system 
inherited from previous administrations. 

So my first objection to this bill is that al-
though it brings overall defense spending to 
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levels 13 percent higher than average Cold 
War levels, it doesn’t present a coherent vi-
sion of how to realign our defense priorities. 
We need to make clear decisions about our 
defense spending, and this bill doesn’t begin 
to consider the choices that must be made. 

I have other strong objections to the bill. It 
includes provisions similar to those in H.R. 
1935, a bill we considered in the Resources 
Committee, to exempt the Department of De-
fense from compliance with the Endangered 
Species Act (ESA) and the Marine Mammal 
Protection Act (MMPA). There is a broad-
based support for existing environmental 
laws—as there should be—and these laws al-
ready allow case-by-case flexibility to protect 
national security. The Pentagon has never 
sought to take advantage of this flexibility, so 
it strains belief that these laws are under-
mining our national security. Indeed, the Gen-
eral Accounting Office has found that training 
readiness remains high at military installations 
notwithstanding our environmental laws. 

Lacking any compelling data to conclusively 
demonstrate that military readiness and train-
ing have suffered as a result of compliance 
with the ESA and MMPA, I am not persuaded 
that the changes to these acts proposed by 
the military are justified. If anything, the re-
cently completed Iraqi Freedom campaign 
verifies once again that our armed forces re-
main the best trained, best equipped force on 
the planet. The Administration has 
opportunistically selected the present cir-
cumstances as a thin veneer behind which to 
move legislation to weaken key aspects of the 
ESA and MMPA that it could not achieve 
otherwise. Such over-reaching should 
not be rewarded, and the House should 
not have included these provisions in 
the bill we are considering today. 

I am also concerned about the bill’s 
provisions to overhaul DOD’s personnel 
system. Last year, Congress authorized 
the largest government reorganization 
over thirty years with the creation of 
the Department of Homeland Security, 
affecting 170,000 Federal employees. 
Following extensive debate, the new 
DHS Secretary was given authority to 
establish a flexible personnel system 
that at least attempted to protect 
workers’ rights. The provisions in this 
bill would create even wider ranging 
exemptions for the Department of De-
fense, stripping almost 700,000 civilian 
employees of fundamental rights relat-
ing to due process, appeals, and collec-
tive bargaining. 

The Administration only knows that 
it wants to gut the current system, but 
it hasn’t provided an alternative. This 
bill provides a blank check for the Ad-
ministration to undo many of our civil 
service laws in an unprecedented uni-
lateral approach to civil service re-
form. What’s worse, the Rules Com-
mittee wouldn’t allow the House to 
consider a sensible amendment that 
would restore a system of checks and 
balances for our Federal workers. I 
cannot support the way this bill treats 
so many dedicated civilian employees 
of the Department of Defense. 

Finally, I am concerned about the 
bill’s provisions on nuclear weapons. 
This year’s bill provides funding to 
study the feasibility of developing nu-

clear earth-penetrating weapons and 
low-yield nuclear weapons. Low-yield 
nuclear weapons have an explosive 
yield of five kilotons or less—‘‘only’’ a 
third of the explosive yield of the bomb 
dropped on Hiroshina. 

Mr. Chairman, our obligations under 
the Treaty on the Non-Proliferation of 
Nuclear Weapons (NPT) require the 
United States to work towards nuclear 
disarmament, rather than further in-
crease the size and diversity of our ar-
senal. Indeed, we’re working even now 
to prevent North Korea, Iran, Syria, 
and other countries from gaining ac-
cess to nuclear weapons. By continuing 
the development of new U.S. nuclear 
weapons at the same time that we are 
trying to convince other nations to 
forego obtaining such weapons, we un-
dermine our credibility in the fight to 
stop nuclear proliferation. 

I believe we must be extremely cau-
tious before we consider expanding ap-
plications of nuclear use. We all agree 
on the need to maintain the deterrent 
capability of our nuclear forces, but I 
don’t believe we need more or new 
weapons to maintain our deterrent. 
This bill takes our nuclear posture a 
step backwards, putting the U.S. in a 
position of leading the world in the di-
rection of developing more nuclear 
weapons. 

Mr. Chairman, if the House had been 
permitted to consider more needed 
amendments to the bill, it might have 
been improved enough so that I could 
support it. But the Rules Committee 
rebuffed sensible amendments at every 
turn, denying us a voice on civil serv-
ices protections and the environment, 
among other issues. So in view of my 
strong objections outlined above, I can-
not support this bill.

Mr. VAN HOLLEN. Mr. Chairman, it 
is my intention to vote for the Na-
tional Defense Authorization Act for 
fiscal year 2004 now before the House. 
The brave men and women risking 
their lives in Iraq deserve the support 
of the United States Congress and we 
have a responsibility to provide the 
military with the means to protect all 
of us. However, I am deeply troubled by 
portions of the Act that have the po-
tential to undermine America’s stand-
ing in the world, decrease our security, 
undermine the protections guaranteed 
under current law for civil servants 
working in the Department of Defense, 
and endanger our environment. Earlier 
today an important amendment failed 
to be included in the final version of 
the Act that we are now being asked to 
vote on. 

The Tauscher Amendment would 
have transferred money from the Ro-
bust Nuclear Earth Penetrator to a 
conventional weapon system meant to 
defeat hardened and deeply buried tar-
gets. The development and possible use 
of such a bunker-busting nuclear weap-
on is a dangerous step for this Congress 
to authorize. Such weapons would dis-
perse deadly radioactive fallout into 
the atmosphere, could lead to the re-
sumption of nuclear testing and would 

undercut US efforts to halt the pro-
liferation of weapons of mass destruc-
tion. 

We were also denied the opportunity 
even to cast a vote on the other amend-
ments. An amendment I proposed with 
Mr. COOPER and Mr. DAVIS to ensure 
that protections for the 700,000 civil 
service employees of the Department of 
Defense remain in force was excluded 
from consideration by the Rules Com-
mittee yesterday. In the Committee on 
Government Reform, of which I am a 
member, representatives from the De-
partment of Defense made it clear that 
our military success in Iraq was the re-
sult of a team effort; a team effort be-
tween the military and the civil serv-
ants within the Department of Defense 
that provided them crucial support. It 
was a true partnership. Yet, just a few 
weeks after our military success in 
Iraq, the Pentagon launched what can 
only be described as a sneak, surprise 
attack on the rights of those civil serv-
ants within the Department of Defense. 
If these civil service protections, in ex-
istence since the Presidency of Theo-
dore Roosevelt, are thrown out it will 
open up the Department of Defense to 
party politics and will change our secu-
rity. We want a personnel system that 
rewards people based on merit, not 
based on political favoritism. We want, 
for example, our procurement officers 
to be looking out for the public inter-
est, to be looking out for our national 
interests, not the interests of the most 
politically connected contractors. I 
support the idea of pay for perform-
ance; but it should be merit-based per-
formance, not a political loyalty test. I 
think this bill, which is important to 
our national security, should not con-
tain this provision which damages the 
integrity of the Civil Service. 

We were also denied the right to vote 
on an amendment to protect our envi-
ronment. I am appalled by the provi-
sions in this bill that exempt the De-
fense Department from important envi-
ronmental protections. It is a sad irony 
that the Department, which is respon-
sible for protecting our nation from 
enemy assaults would ask for an ex-
emption from laws to prevent assaults 
on our environment here at home. 

The work of the Department of De-
fense is crucial to protecting both the 
physical security of our citizens and 
ensuring that we as Americans can live 
in a society that protects our interests 
in the long run. I will vote for the Act, 
but my support is tempered by my seri-
ous concern that certain elements of 
this bill could prove detrimental to 
other important national interests.

Mr. STARK Mr. Chairman, I oppose HR 
1588, the Defense Authorization Bill. 

This bill will enact a defense budget 23 per-
cent higher than the average military budget 
during the Cold War. It then sets the stage for 
a 17 percent increase in defense budgets over 
the next decade. Republicans seek to finance 
these increases by taking money away from 
basic domestic priorities and saddling our chil-
dren with a deficit as far as the eye can see. 

Of course, the President and Republicans 
won’t provide the funds needed to improve our 
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schools and guarantee our children a high 
quality education. They won’t provide a real 
Medicare prescription drug benefit for our sen-
iors and people with disabilities. They won’t 
even give so-called ‘‘first responders’’ the re-
sources to protect Americans against terrorist 
attacks that may well be spurred by this Ad-
ministration’s fanatical foreign policy. 

There isn’t a dollar in the President’s overall 
budget for school modernization, but this de-
fense budget has us spending $9.1 billion on 
a pie-in-the-sky missile defense system. 
28,000 kids will be cut from Head Start, but 
$15 million will go to researching something 
called nuclear ‘‘bunker buster’’ bombs. 

Make no mistake about it, the Bush Admin-
istration has us on the edge of a new nuclear 
arms race by pushing for research into so-
called ‘‘low-yield’’ nuclear weapons. The idea 
behind their development is their possible use 
in conventional warfare! So much for the the-
ory of nuclear deterrence. Such a policy would 
only welcome more nations—on top of North 
Korea—into a renewed worldwide nuclear 
weapons race. I don’t even want to imagine a 
future where the world’s armies use nuclear 
weapons to fight wars. 

At the same time this bill raises the nuclear 
ante throughout the world, we’ll be spending 
$28 million less than the federal government 
says is necessary for non-proliferation efforts. 
These are vital to keeping weapons of mass 
destruction out of the hands of Al Qaeda and 
other terrorist organizations. 

Republicans are also overriding basic envi-
ronmental protections in this defense bill be-
fore us today. Their bill will allow military 
bases to override the Endangered Species 
Act—putting rare species at risk of decimation. 
It also allows the Navy to use sonar devices 
that have led to the deaths of whales and 
other threatened marine mammals. 

It doesn’t stop at endangering our environ-
ment. It also tramples the rights of workers at 
the Department of Defense and other who 
work for our military. If enacted, this bill will 
scrap basic civil service protections at the De-
fense Department that have long promoted a 
professional federal workforce. It even fails to 
provide women on military bases overseas 
with access to potentially needed reproductive 
health services—even if they pay for those 
services with their own money. 

Mr. Chairman, this Department of Defense 
Authorization bill is wrong in many ways. It 
dedicates too much of our limited federal 
budget to defense at the expense of other vital 
domestic needs. It spends those dollars in 
ways that could add to our defense costs by 
inciting a new nuclear arms race. It weakens 
protections for those who work in the Depart-
ment of Defense or otherwise serve our mili-
tary. And, it endangers environmental protec-
tions here at home. I urge my colleagues to 
join me in opposition to this dangerous bill.

Mr. FALEOMAVAEGA. Mr. Chairman, I 
want to thank the Chairman, the Ranking 
Member and both Republican and Democratic 
members of the Armed Service Subcommittee 
on Total Force and the full Committee for 
unanimously supporting an amendment to in-
crease the number of military academy ap-
pointments from American Samoa, Guam and 
the Virgin Islands to the U.S. Military Acad-
emy, the United States Naval Academy, and 
the United States Air Force Academy. 

For my constituents, this means that Amer-
ican Samoa will be able to send two students 

to each service academy. Given that American 
Samoa has a population of over 57,000 peo-
ple, a per capita income of less than $4,500 
and almost 5,000 men and women serving in 
the U.S. Armed Services, I am pleased that 
we may be able to offer more students the op-
portunity to attend one of our nation’s pres-
tigious military academies. 

Like other States and Territories, American 
Samoa has a long and proud tradition of sup-
porting and defending the United States of 
America. In 1900, the traditional leaders of 
American Samoa ceded the island of Tutuila 
to the United States. 

Tutila’s harbor is the deepest in the South 
Pacific and the port village of Pago Pago was 
used as a coaling station for U.S. naval ships 
in the early part of the century and a support 
base for U.S. soldiers during World War II. To 
this day, American Samoa serves as a refuel-
ing point for U.S. naval ships and military air-
craft. 

American Samoa also has a per capita en-
listment rate in the U.S. military which is as 
high as any State or U.S. Territory. Our sons 
and daughters have served in record numbers 
in every U.S. military engagement from World 
War II to present operations in our war against 
terrorists. We have stood by the United States 
in good times and bad and I believe it is only 
appropriate that this relationship should be ac-
knowledged by increasing our number of mili-
tary academy appointments. 

Again, I want to thank Chairman JOHN 
MCHUGH and Ranking Member VIC SNYDER of 
the Subcommittee on Total Force for sup-
porting my request to increase the number of 
military academy appointments for American 
Samoa. I also want to thank my good friends, 
the Chairman of the Committee on Armed 
Services, Congressman DUNCAN HUNTER and 
Ranking Member IKE SKELTON, for their sup-
port. 

On a personal note and as a Vietnam Vet-
eran, I also want to thank the sons and 
daughters of this great nation who are cur-
rently serving in the U.S. Armed Forces. As 
we consider the National Defense Authoriza-
tion for Fiscal Year 2004, I am hopeful that we 
will remember the sacrifices they are making 
to protect our liberties and in so remembering 
I urge my colleagues to support this reauthor-
ization.

Mr. BRADLEY of New Hampshire. Mr. 
Chairman, I rise today in support of the de-
fense authorization bill and commend Chair-
man HUNTER, ranking member SKELTON and 
the committee staff on their strong efforts in 
crafting this legislation. 

As our soldiers, sailors and airmen continue 
the global war on terrorism and as thousands 
of them return home from the liberation of the 
Iraqi people and elimination of the threat 
posed by Saddam Hussein, it is a fitting tribute 
to them and to their families that we pass this 
legislation. 

Our men and women in the military and 
their families are this bill’s primary focus. This 
bill authorizes another 4.1 percent average 
pay raise and other incentives that are critical 
to maintaining retention, morale, recruitment, 
and quality of life. The thousands of men and 
women who get up and put on a uniform to 
serve their country abroad or on the seas 
should do so with the best equipment and the 
best training possible. Their service will protect 
our shores, provide stability in unstable re-
gions, provide security to our friends and al-

lies, and deter or destroy those who wish to 
harm us. 

A lesser-known aspect of our Operations 
Enduring Freedom and Iraqi Freedom is the 
success of the logistical support structure of 
those operations. The logistical coordination 
that supported our efforts in Afghanistan and 
Iraq can be described as nothing less than an 
organizational marvel. It takes teamwork, train-
ing, skill and courage, Mr. Chairman, and crit-
ical to that achievement is the work of the 
157th Air Refueling Wing of the Air Mobility 
Command based at Pease Air National Guard 
Base located in my district. In Operation Iraqi 
Freedom, tankers flew more than 17,050 re-
fueling missions supporting aircraft from all 
services—the 157th Air Refueling Wing com-
pleted over 400 sorties, offloading over 26 mil-
lion pounds of fuel to aircraft from all the serv-
ices. In fact, the 157th was recently selected 
as the recipient of the Air Force’s Most Out-
standing Unit Award for the second year in a 
row due to their performance. Therefore, I am 
happy that this bill includes an airborne tanker 
initiative of $229 million that would give the Air 
Force the flexibility of retaining KC–135E air-
craft, meeting unfunded requirements for 
depot maintenance of tanker aircraft. 

Mr. Chairman, yesterday I had the honor of 
meeting Air Force Capt. Jeremy Shane Carter 
and 1st Lieutenant Drew Bjerken, two coura-
geous airmen who recently have returned from 
Operation Iraqi Freedom. They are part of the 
electronic warfare component of our military 
success that does not receive the full credit it 
deserves. Capt. Carter and Lieutenant Bjerken 
operated one of the real jewels in our elec-
tronic warfare arsenal, the Compass Call air-
craft. This platform monitors and jams commu-
nications and targeting systems used by ad-
versaries. Compass Call air crews flew over 
200 combat sorties providing 24/7 coverage in 
all major combat engagements including the 
operations to recover POW Pvt. Jessica Lynch 
and the capture of the oil facilities at the Al 
Faw peninsula in Iraq. Saving Private Lynch is 
it own fantastic story. But it should be remem-
bered that Compass Call aircraft were essen-
tial to the successful capture of Al Faw by 
special operations foiling the sabotage of oil 
facilities by Iraqi soldiers and averting a major 
environmental and economic disaster for the 
country and region. I am pleased that this bill 
includes an additional $9 million that will go to-
ward the completion of upgrades to Compass 
Call aircraft to the block 35 configuration. 

Mr. Chairman, this legislation continues our 
efforts at transforming our military for the 
threats of the future. The bill contains $3.5 bil-
lion for the procurement of 21 F–22 fighter air-
craft, ensuring that the U.S. maintains air 
dominance in any conflict in the years ahead. 
The bill also continues our efforts to have the 
Pentagon procure smarter and more efficiently 
through continued research and development 
of the F–35 Joint Strike Fighter. Variants of 
the F–35 will eventually replace four aircraft, 
the F–16, the A–10, and the AV–8B and F–18 
C/D, bringing important cost savings to our 
taxpayers not only in production but also in 
the maintenance and operation over the life of 
each aircraft. 

Air dominance today and in the future is di-
rectly attributable to the electronic warfare ca-
pability of our aircraft, helicopters and satellite 
systems. BAE Systems’ Electronic Systems di-
vision in my home state of New Hampshire is 
the world leader in electronic warfare systems, 
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providing protection, surveillance, stealth and 
lethality for our pilots and aircrews in all the 
services. I am pleased with the programs in-
cluded in this bill that fund research and de-
velopment for countermeasures to protect our 
pilots and other important electronic systems. 

As every regional military commander will 
attest, our Navy is stretched thin, especially 
our submarine force. Although this bill does 
not fund the refueling of the USS Jacksonville, 
I would like to highlight the need to refuel all 
of the remaining Los Angeles Class sub-
marines in our fleet. Taxpayers have already 
paid half the job. The reactors for these sub-
marines have been procured at a cost of over 
$200 million each, it makes sense for us to 
finish the job and keep these boats in service 
for the remainder of their design life. 

Mr. Chairman, this bill is a good balance of 
our resources to continue our military’s trans-
formation to meet the challenges of tomorrow. 
It responds to the realities of the war on ter-
rorism and sets us on course to meet the new 
challenges that unquestionably lie ahead. I 
urge my colleagues to support the bill.

Mr. WOLF. Mr. Chairman, I congratulate our 
men and women in uniform and in civilian po-
sitions who helped liberate Iraq from the grip 
of Saddam Hussein. Our military—the finest in 
the world—has in the course of just two years 
liberated Afghanistan, played a vital role in de-
fending the homeland against terrorism, and 
worked with our allies to hunt down terrorists. 
I am grateful to all those who protect our na-
tional security, both in and out of uniform. 
They have my deep respect. They are out-
standing Americans and valued federal em-
ployees. Indeed, a large number of federal 
employees, many of whom work for the De-
partment of Defense, call the 10th Congres-
sional District of Virginia their home, and I am 
proud to be their Representative in Congress. 

As we debate H.R. 1588 the National De-
fense Authorization Act for fiscal year 2004, I 
want to express my support for many impor-
tant programs included in this bill which are in-
vestments to make sure that our military re-
mains the best in the world, as it should. Our 
service men and women and those civilians 
who support them deserve only the best. Our 
colleague and my classmate, DUNCAN 
HUNTER, chairman of the House Armed Serv-
ices Committee, deserves our congratulations 
for the hard work of his committee in bringing 
this bill to the floor. 

There are some provisions in this bill, how-
ever, which deeply concern me. Those ad-
dress the wholesale personnel reforms and 
management authority changes at the De-
fense Department which I believe could short-
change civilian employees and come on the 
heels of the many recent historic accomplish-
ments made possible by these very employ-
ees. 

The Department of Defense has acted with 
lightning speed in presenting to Congress a 
number of changes to its personnel system. 
There was minimal consultation with members 
of Congress, little notice of its plans provided, 
and relatively few hearings held about this 
sweeping proposal. Why such a rush to 
change? 

H.R. 1588 would radically alter the way in 
which many Department of Defense employ-
ees are paid, establishing a pay-for-perform-
ance plan with standards which are in some 
cases subjective. The Secretary of Defense 
would be able to overrule the director of the 

Office of Personnel and Management in mak-
ing personnel decisions, if the President 
agreed with the Secretary. 

The Department of Defense would be grant-
ed more power than ever before in how it 
structures policies which will impact its 
746,000 civilian employees. While I under-
stand the need for flexibility in the modern-day 
federal workplace, I am very concerned that 
some of the changes in H.R. 1588 champion 
flexibility at the expense of oversight and con-
gressional involvement in ensuring employee 
protections on a fair and level civil service 
playing field. When oversight is limited and de-
cisions are channeled to one source, red flags 
should go up about accountability and the de-
cision-making process at DOD. 

I also am concerned about what appears to 
be some ambiguity on the question of vet-
erans’ preference in hiring at the Department 
of Defense. Veterans are given preference in
hiring for civil service positions in recognition 
of their military service to our nation. This 
long-standing policy allows the Department of 
Defense as well as other government depart-
ments and agencies to recruit and retain vet-
erans who can continue to provide valuable 
service to their nation in their civilian lives. It 
is unclear under this legislation whether the 
veterans preference in hiring will remain totally 
intact in all areas of hiring in the Department 
of Defense. This lack of clarity is troubling not 
only as a matter of practice, but as a matter 
of principle: there should be a clear under-
standing that the veterans preference cannot 
be waived in any hiring circumstances. 

Because of the controversial personnel 
change included, in this legislation, I am very 
disappointed that the House Rules Committee 
foreclosed the opportunity to amend that sec-
tion of the bill. No amendments were made in 
order concerning the civil service portion of 
H.R. 1588. Some colleagues, including Rep-
resentative COOPER were prepared to offer a 
valuable amendment and had submitted it to 
the Rules Committee. That amendment would 
have created an Employees Bill of Rights of-
fering fundamental civil service protections for 
the civilian employees at the Department of 
Defense. That amendment should have been 
made in order, and this House should have 
had the chance to debate that amendment. 
Had we been given that opportunity, I would 
have voted for the Cooper amendment. 

Our colleague Representative IKE SKELTON, 
the ranking member of the Armed Services 
Committee, argued yesterday in a Washington 
Post op-ed that ‘‘major reassignments of con-
stitutional authority such as this demand the 
same sort of thoughtful foresight as a war 
plan.’’ He added that ‘‘the only thing that is ob-
vious and consistent throughout the 50 provi-
sions included in this bill is the aggregation of 
power sought for the Department of Defense, 
removing the legal restrictions and congres-
sional oversight that should safeguard against 
any abuses, however unintentional. This ap-
proach is a rush to judgment that will affect 
vast numbers of people and, in many cases, 
will enshrine bad policy in law.’’

Secretary of Defense Donald Rumsfeld re-
sponded to Congressman SKELTON’S argu-
ments today in his own Post op-ed. He laid 
out his case for what he sees as necessary 
‘‘flexibility and agility’’ in managing the civilian 
workforce at DOD in the 21st century. I would 
not disagree that we are in a changed world 
and that the federal government must respond 
to those changes. 

But the secretary should heed his own op-
ed conclusion. He stated: ‘‘The fact is that the 
transformation of our military capabilities de-
pends on the transformation of the way the 
Defense Department operates. This does not 
mean an end to congressional oversight. What 
it means is that we need to work together to 
ensure the department has the flexibility to 
keep up with the new threats emerging as this 
century unfolds.’’

Indeed. We need to work together. That 
means giving Congress the opportunity for 
thoughtful and deliberate study of this plan, 
time to investigate its implications, and the 
chance to ask the tough questions to make 
sure we fully understand how this plan will im-
pact the lives of the people at the Pentagon 
who work to serve their country. That doesn’t 
mean that Congress just salutes and says, 
‘‘Yes, sir,’’ and rubber stamps the secretary’s 
controversial plan. 

We must ask what message this plan sends 
to the rest of government. Will the Department 
of Defense’s rush into a personnel trans-
formation plan encourage other government 
departments and agencies to do the same, af-
fecting even more federal employees? Be-
cause of my concern about responding to the 
terrorism threat in our country, I voted for the 
legislation establishing the new Department of 
Homeland Security and allowing the depart-
ment to set up new model rules which could 
be used to judge future decisions on per-
sonnel policy. We are on new ground and 
don’t as yet know how well this model works. 
The DOD personnel proposal before the 
House could not only affect the Department of 
Defense, but may impact the entire govern-
ment in ways which we cannot yet know. 

I also must share my concern about a pat-
tern of unilateral action we continue to see 
within the Office of the Secretary of Defense. 
There have been troubling news reports about 
how some high ranking military personnel 
have been treated at the Department of De-
fense. I am concerned how senior civilian em-
ployees would fare under the new personnel 
proposals for DOD. 

Our Armed Forces deserve the very best, 
and I am pleased that this bill authorizes giv-
ing those in uniform and those civilians sup-
porting them the funding they need to continue 
to do their jobs in the outstanding way in 
which they have in the past and will do in the 
future. 

Unfortunately those parts of the bill relating 
to personnel issues have not been adequately 
investigated by Congress and will impact civil-
ian employees at the Department of Defense 
in ways that we can only guess at this point. 
These Federal employees and the military de-
serve more than a rushed plan that fundamen-
tally alters the way the Department of Defense 
interacts with its civilian employees.

Mr. KIND. Mr. Chairman, as we were re-
minded last week with the triple bombing in 
Saudi Arabia, international terrorism still 
threatens our world. Currently we have troops 
around the world fighting in the global war 
against terrorism, and it is important that we 
make sure they have the resources to prevail. 

The United States has the best trained, best 
equipped fighting force in the world, and the 
legislation today seeks to ensure America’s 
military supremacy in the future. It provides for 
a sizable procurement agenda allowing the 
United States to stay at the cutting edge of 
technology. It also provides a 4.1 percent pay 
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increase for our deserving military personnel 
who sacrifice to ensure the security of Amer-
ica, most recently in dangerous battlegrounds 
in Afghanistan and Iraq. 

Further, this bill reduces housing expenses 
for service members, contains new benefits for 
reservists, and authorizes $35 million for the 
Impact Aid program that serves school dis-
tricts with high numbers of military children. 
H.R. 1588 also moves forward new weapons 
programs critical to meet 21st century chal-
lenges, as well as funds important for non-pro-
liferation and weapons of mass destruction se-
curity activities in Russia and other nations. 

In past years, defense authorization bills 
have generally been approved with wide bipar-
tisan support. And while most provisions of the 
legislation in front of us today are necessary 
and widely supported, the majority party and 
the administration have decided to include a 
few highly controversial riders that need to be 
addressed. Under the rules of debate set up 
by the majority party, however, we will not 
have an opportunity to debate and attempt to 
amend provisions that strip civil services pro-
tections for 700,000 Federal employees, un-
necessarily discard environmental regulations 
and hinder nuclear nonproliferation efforts. 
These provisions do not serve to enhance the 
security of our Nation, and at the very least, 
deserve to be thoroughly considered by Con-
gress with input from the public. 

In the name of transformation, the adminis-
tration has proposed eliminating civil service 
protections of the 700,000 civilians working in 
the Department of Defense. This unprece-
dented proposal stabs at the heart of our Fed-
eral civil service which has been crafted over 
decades based on concerns and needs of em-
ployees and the federal government to protect 
federal employees from political pressure and 
favoritism. Most offensive, however, is the ar-
rogance of the administration in seeking to re-
move the civil service protections from dedi-
cated employees without consulting with Con-
gress or employee representatives on a re-
placement plan. In fact, the General Account-
ing Office (GAO) notes that the Department of 
Defense (DOD) does not have a good track 
record on working with employee representa-
tives, raising additional concerns that the 
needs of employees will not be considered as 
a new personnel plan is formulated. 

I was pleased that the Government Reform 
Committee stepped in to curtail the administra-
tion’s proposal; however, the language passed 
by that committee and included in the legisla-
tion before us still fails to adequately protect 
our federal employees in areas such as due 
process, appeal, and collective bargaining 
rights. In addition, it grants the Secretary of 
Defense, and all future Secretaries of De-
fense, wide latitude in making sweeping, and 
potentially politically motivated, personnel 
changes without respect to the needs of the 
employees. The GAO, does not find adequate 
justification for these personnel proposals con-
sidering the enormous impact they will have 
on the Federal workforce. 

The Bush administration has been attacking 
civil service rights since day one, regardless of 
whether any new proposal will be good for 
employees or good for the federal govern-
ment. While it is important that we update 
Federal Government personnel systems to en-
sure our Federal workforce is modeled to 
meet the challenges of today and the future, 
this must be done in a systematic and inclu-

sive manner based on sound principles, inno-
vation, and experience. An amendment draft-
ed by Mr. Cooper would have removed these 
provisions dismantling the civil service system, 
and allow Congress to thoroughly weigh the 
need for flexibility in personnel management 
with the needs of the Federal workforce. How-
ever, the majority has refused to allow debate 
or consideration on this amendment. 

Another area of concern is the exemption 
from environmental regulations being sought 
by the administration and included in this bill. 
While it is understandable that the Defense 
Department must have the ability to properly 
train our soldiers, sailors, airmen, and Marines 
in realistic combat conditions, the necessity of 
exempting 25 million acres of land at the more 
than 425 installation nationwide from the Re-
source Conservation and Recovery Act, Clean 
Air Act, Superfund, Endangered Species Act, 
and Marine Mammal Protection Act has not 
been proven. Again, the GAO has found that 
training readiness remains high at most mili-
tary installations. 

DOD currently has the ability to seek na-
tional security and military training exemptions 
in federal environmental law to address en-
croachment concerns. However, as we de-
bated in the House Resources Committee two 
weeks ago, DOD has never sought an exemp-
tion from the Endangered Species Act or Ma-
rine Mammal Protection Act. Exempting the 
DOD from these proven environmental laws is 
simply not necessary to ensure the best train-
ing of our troops and will harm the tremen-
dous progress made in protecting important 
species for future generations. An amendment 
drafted by the ranking member of the House 
Resources, Mr. RAHALL, would have removed 
this unnecessary exemption. Again, however, 
the majority has refused to allow consideration 
of this important amendment. 

While current times call for increased atten-
tion to national security, it is also important 
that Congress make responsible funding deci-
sions and dedicate limited resources to de-
fense projects needed for our security in the 
21st century. I have consistently criticized the 
hurried efforts of the administration to develop 
a ballistic missile defense system that is ques-
tioned by most experts and will post enormous 
costs to the taxpayers. Formidable technical 
challenges plague the proposed missile de-
fense program in which every component is 
behind schedule, over budget, and unable to 
perform its mission. Yet, the administration’s 
answer is to exempt the program from ac-
countability requirements and increase fund-
ing. The legislation in front of us contains $9.1 
billion for the ballistic missile defense program, 
which is a 17 percent increase over last year’s 
level, and five times the amount spent on 
proven nuclear non-proliferation efforts. This is 
a perfect example of how Congress must bet-
ter prioritize the national security threats, and 
work to reduce funding for ineffective and ob-
solete programs. 

In conclusion, Mr. Chairman, we need to 
continue to fund a strong national defense to 
meet the emerging challenges of tomorrow but 
at the same time highlight the deficiencies in 
the majority’s proposal. We are doing well, but 
we can do better. For this reason, I urge my 
colleagues to oppose the majority’s rule for 
debate that denies us the opportunity to con-
sider amendments to remove the sweeping 
personnel and environmental revisions of this 
bill. 

Currently our nation is under a ‘‘Code Or-
ange’’ homeland security alert, meaning that 
the risk of a terrorist attack on our nation is 
high. The tireless work of our soldiers, sailors, 
airmen, and Marines, along with other security 
and intelligence officials, have protected the 
American people from further devastating ter-
rorist attacks, and we need to make sure they 
have the resources they need to do their job. 
If we can remove the detrimental provisions 
from this legislation, we will certainly be able 
to pass a truly effective and bipartisan bill.

Mr. NUSSLE. Mr. Chairman, I rise today in 
support of H.R. 1588, the National Defense 
Authorization Act for fiscal year 2004. The au-
thorizations of appropriations in this important 
piece of legislation are consistent with the lev-
els established in H. Con. Res. 95, the Con-
gressional Budget Resolution. On April 11, this 
body passed a conference report that made 
available the budgetary resources for our most 
urgent constitutional responsibility—the com-
mon defense. We provided $400.6 billion in 
budget authority for national defense. 

The principal reason for these considerable 
budget resources is, of course, Congress’s un-
wavering commitment to win the war against 
terrorism. But in addition to combating ter-
rorism, we provided a blueprint in the resolu-
tion to give service members a pay raise aver-
aging 4.1 percent, increased housing allow-
ances, and increased incentive pay. Con-
sistent with the resolution, the bill we are con-
sidering today also contains levels of weapons 
procurement not seen since the Reagan ad-
ministration, and the largest amount ever for 
research and development. 

This bill improves our national security by 
striking a balance between modernizing exist-
ing forces and investing in transformational ca-
pabilities. U.S. forces have seen nearly every 
type of conflict in recent months, from air cam-
paigns and armored warfare, to special oper-
ations and urban street combat. They have 
fought terrorists and irregular forces while con-
ducting psychological warfare and other con-
vert operations. H.R. 1588 draws on the ‘‘les-
sons learned’’ from those conflicts. 

The budget resolution also provided an allo-
cation of $70 million so that proceeds from 
Post Exchanges and other facilities on closed 
bases can be re-applied without an appropria-
tion. H.R. 1588 would codify that in law. 

I will note that H.R. 1588 contains a provi-
sion affecting the Pentagon’s Military Housing 
Privatization Initiative. There were some tech-
nical problems because the Congressional 
Budget Office has recently reconsidered its 
scoring rules for activities involving loans, loan 
guarantees, and other ways the government 
encourages private sector participation in mili-
tary housing projects. But working together, 
the Armed Services and Budget Committees 
have achieved an agreement that allows this 
program to be appropriately reflected in the 
budget. I am pleased that we were able to re-
solve this issue in a spirit of cooperation. 

Several provisions of this bill directly affect 
thousands of my constituents who work at the 
Rock Island Arsenal in the Quad Cities in 
Eastern Iowa. Funding for the Army’s Future 
Combat Systems program, increased funding 
for replenishing of munitions stocks, and over-
all spending levels will enhance the ability of 
these workers to continue their very important 
job. The employees of the Rock Island Arse-
nal do a superb job of equipping the world’s 
best Army, and this bill reflects Congress’s 
continued commitment to those workers. 
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With that I express my support for H.R. 

1588.
Mr. FARR. Mr. Chairman, earlier in the year, 

Department of Defense (DOD) approached 
Congress with a request to exempt itself from 
several fundamental environmental laws in 
order to strengthen military readiness. At the 
time this request shocked most of us, because 
the readiness of our military is the best in the 
world but that the state of some of our natural 
resources are not. Things went from bad to 
worse when the House Armed Services Com-
mittee reported out a bill that went way above 
and beyond what DOD had originally asked 
for. 

H.R. 1588, the fiscal year 2004 defense au-
thorization bill, contains provisions that fun-
damentally change the Endangered Species 
Act (ESA) and the Marine Mammal Protection 
Act (MMPA), two major pieces of legislation 
that directly affect my home district in Cali-
fornia. There are many species listed under 
ESA in my home district. These include the 
California condor, which has been through an 
intense reestablishment program, the San 
Joaquin Kit Fox that lives on Fort Hunter 
Liggett, steelhead trout that breed in our rivers 
and streams, and the snowy plover which 
nests on our beaches. 

The continued existence of many of these 
species relies on the designation of ‘‘critical 
habitat,’’ which is basically the homes and 
breeding grounds that are necessary for their 
survival. For example, the Santa Cruz long-
toed salamander has only six breeding ponds 
on which the whole species depends. Without 
the designation of these breeding ponds as 
critical habitat, the salamander would be left 
without a vehicle for bringing them back from 
the brink of extinction. 

This bill aims to make critical habitat des-
ignation only when it is ‘‘necessary’’ and not 
when its ‘‘prudent and determinable’’ as the 
law currently states. I ask you when would it 
be ‘‘necessary’’ to designate critical habitat? 
I’m not sure because ‘‘necessary’’ is not de-
fined in the bill. So basically, the Secretary of 
the Interior and the Secretary of Commerce 
would be able to make a decision with no set 
criteria. The Bush Administration has clearly 
stated its belief that critical habitat provides no 
protection, and as such this provision could re-
sult in many species without homes and 
breeding areas such that the Santa Cruz long-
toed salamander would have no ponds, the 
snowy plover would have no open beaches, 
and the marbled murrelet would have no 
trees. 

H.R. 1588 not only guts ESA, but it also 
puts whales and dolphins in jeopardy by 
changing the Marine Mammal Protection Act. 

The intent of the MMPA is to prohibit the 
‘‘harassment’’ of marine mammals. The lan-
guage in H.R. 1588 weakens the definition of 
‘‘harassment’’ not just for DOD related activi-
ties but also for all people who use our 
oceans and coasts. The waters of Monterey 
Bay in my home district are home to sea ot-
ters, sea lions and harbor seals and serve as 
a migratory route for majestic humpback and 
blue whales. These animals are important 
economic resources because people visit my 
district to see them. Likewise, people travel to 
see the orcas in the waters of Puget Sound, 
Washington, the whales in the Gulf of Maine, 
and the manatees along the coast of Florida. 

Current MMPA language aims to protect 
these animals from being harassed, from 

being injured, and from being killed. But H.R. 
1588 drastically weakens this protection and 
would allow an increasing number of harmful 
interactions such as: oil and gas exploration 
and high intensity sonar testing. Such in-
creased harassment and harm to marine 
mammals would go largely unchecked by wild-
life agencies and left unmonitored and unmiti-
gated. 

Struggling sea otters are currently dying at 
record levels in the State of California. They 
are listed both under ESA and MMPA. Our 
sea otters need these laws to protect what’s 
left of their population; without them they will 
go extinct in California. 

Consideration of fundamental changes to 
these laws should be taken up during re-au-
thorization of ESA and MMPA when there is 
ample time for hearings and discussion, and 
not under the guise of national security.

Mr. KLECZKA. Mr. Chairman, we are not 
currently at war with another nation and the 
Cold War has been over for more than a dec-
ade. But we alone already spend more on our 
military than the 21 countries with the next 
largest defense budgets combined. Our mili-
tary spending is greater than the total defense 
budgets, added together, of Russia, China, 
Japan, the United Kingdom, France, Germany, 
Saudi Arabia, Italy, India, South Korea, Brazil, 
Taiwan, Israel, Spain, Australia, Canada, 
Netherlands, Turkey, Mexico, Kuwait, and the 
Ukraine. 

Nonetheless, before us today is a bill, H.R. 
1588, FY04 Defense Authorization, that would 
authorize an increase of $7.6 billion for a total 
defense budget of $400.5 billion, the highest 
in this country’s history. 

This legislation authorizes $3.5 billion for the 
F–22 Raptor, an air superiority fighter de-
signed to fight the Soviet Union. This program 
has seen continual cost overruns and encoun-
tered technical problems, and now represents 
the most costly jet fighter ever built. However, 
the other fighters that the F–22 is designed to 
replace continue to perform admirably and the 
only countries that possess aircraft that even 
come close to parity with our existing fighters 
are our allies in NATO, as well as Russia. 
Given this program’s troubled history, it is like-
ly to balloon in cost even more, and is hardly 
a bargain for our military and taxpayers. 

Likewise, the ‘‘Star Wars’’ missile defense 
program also receives a huge boost in this 
measure, increasing by 17 percent over last 
year to a total of $9.1 billion. Despite massive 
spending since the 1980s on this program, a 
working system has yet to be produced. Fur-
thermore, we live in an age in which those 
wishing to do us harm would be more likely to 
smuggle a nuclear device into our country 
through a port where overworked customs in-
spectors rarely examine the bulk of arriving 
cargo. Firing a ballistic missile at the United 
States is suicide, and any potential enemies 
know it. 

The defense authorization measure would 
also unnecessarily circumvent important envi-
ronmental laws like the Endangered Species 
Act (ESA). The Department of Defense (DoD) 
has control over 25 million acres of land that 
provide habitats for over 300 endangered and 
threatened species, and portions of this land 
have been designated for special protection in 
recognition of the endangered wildlife present. 
Under the ESA, the DoD works with environ-
mental agencies to provide protection for 
these species that live within the boundaries 
of military installations. 

The bill before us allows DoD to avoid its 
obligations under the ESA by filing alternative 
resources management plans. Concerns have 
already been raised that such plans may be 
inadequate to protect endangered species, 
and as a result are currently the subject of 
court challenges.

The bill’s sponsors claim that this new provi-
sion is necessary to ensure that training is not 
affected. However, a General Accounting Of-
fice (GAO) report last year found no evidence 
to support the contention that critical habitat 
designations conflict with military training or 
other activities. And even if such conflicts 
were to arise, the Pentagon is already able to 
obtain national security exemptions from the 
ESA critical habitat conservation measures. 
No Secretary of Defense has ever requested 
such an exemption in the 30 years the law 
has been in effect. The ESA provision has no 
place being included in this defense legisla-
tion. 

Lastly, this bill allows DoD to scrap the civil 
service procedures currently in place to safe-
guard the rights of 700,000 of its civilian em-
ployees. The legislation would allow man-
agers, including Administration political ap-
pointees, to change the existing pay scale, the 
appeals process for employees that disagree 
with decisions related to their employment, 
and the right to join a union in some cases. 

While the Administration claims that it wants 
these provisions in order to institute more 
flexible, performance-based pay and per-
sonnel policies, last month the GAO’s Comp-
troller General warned that ‘‘moving too quick-
ly or prematurely at DoD or elsewhere can 
significantly raise the risk of doing it wrong 
. . .’’ The GAO testified that such changes 
would first require having a ‘‘credible . . .
validated performance management system in 
place with adequate safeguards, including rea-
sonable transparency and appropriate ac-
countability mechanisms to ensure fairness 
and prevent politicization and abuse.’’

GAO said the DoD does not have these 
safeguards, transparency, or accountability in 
place. We should not rush to rubber stamp an 
Administration plan that could lead to favor-
itism, appointment of political cronies, or dis-
crimination in hiring, tenure, promotion, or 
other conditions of employment due to an em-
ployee’s political opinions or affiliation. 

The defense of our nation is a critical issue 
to which every Member is committed, and I 
certainly support increasing military pay, pro-
viding quality health care for those who serve 
and their families, and funding necessary 
modernization priorities. 

But this bill contains unnecessary weak-
ening of environmental laws and elimination of 
worker civil service protections while providing 
an increase to a military budget besides which 
already far outpaces all other allies and poten-
tial enemies. It would make move to devote in-
creased resources to homeland security to 
prevent future terrorist attacks than spend 
more money on weapons systems that are de-
signed to fight Cold War adversaries that no 
longer exist. 

Therefore, I must regretfully cast my vote 
against this legislation.

Mr. TOWNS. Mr. Chairman, I rise in opposi-
tion to the rule for H.R. 1588, the National De-
fense Authorization bill. 

In one swift act, this bill would make sweep-
ing changes to the civil service system that 
has served its employees and our nation well 
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for 100 years. The recent quick and decisive 
action by our armed services in Iraq dem-
onstrated that the current civil service system 
has not harmed our military’s effectiveness. I 
strongly believe that our DOD civilian employ-
ees deserve all of the same protections that 
workers in other agencies enjoy. 

Even if some of these ideas had merit, 
which they clearly do not, DOD is not ready to 
implement such a major personnel change 
without first making critical management re-
forms. In a hearing on April 8, Comptroller 
General David Walker said that although DOD 
may get an ‘‘A’’ for fighting and winning armed 
conflicts, it receives a ‘‘D’’ for its management 
practices. Previously, the Comptroller General 
described the financial management problems 
at DOD as ‘‘pervasive, complex, long-stand-
ing, and deeply rooted in virtually all business 
operations throughout the department.’’ This 
does not sound like an agency that is ready 
for wholesale changes to its personnel sys-
tem. The GAO has also noted repeatedly that 
agency-wide, the entire government does not 
have the systems in place to implement mean-
ingful performance-based pay that this bill 
would enact as well. 

Although civil service reform may warrant 
consideration, all of the nonpartisan, credible 
information indicates that this bill goes way too 
far and that the DOD is not ready to effectively 
make such changes. 

This rule did not allow our side to offer an 
amendment that would help address the short-
coming in the civil service section of the bill. 
So I urge the defeat of this unfair and poorly 
crafted rule.

Ms. SCHAKOWSKY. Mr. Chairman, I rise 
today in opposition to H.R. 1588. This bill al-
lows the Department of Defense to severely 
alter the current civil service system, to tram-
ple over environmental laws, and to develop 
more nuclear weapons while providing more 
money to the DOD, despite the fact that it still 
cannot pass an audit. It strips away the funda-
mental rights from almost 700,000 civilian em-
ployees at the Department of Defense (DOD). 
These rights include collective bargaining, due 
process and appeal rights, and the congres-
sionally passed annual pay raise. This bill also 
exempts the Department of Defense from pub-
lic health and environmental laws, dramatically 
weakening protections for marine mammals 
and endangered species and undermining the 
role of states that administer pollution control 
laws. Finally, this bill promotes unnecessary ir-
responsible funding for the development of 
more nuclear weapons such as the infamous 
‘‘bunker buster’’, and authorizes over $9 billion 
for ballistic missile defense programs—a pro-
gram that will not work. 

I also want to mention my support of the 
Sanchez amendment, which simply gives 
American women overseas the same legal 
abortion rights they would receive if they were 
home. The current ban on abortions at over-
seas U.S. military facilities denies women who 
have volunteered to serve this country a right 
they would ordinarily have if they were not 
overseas. This sends the wrong message to 
women who believe in the freedoms for which 
this country stands and want to serve this 
country to preserve those freedoms. 

H.R. 1588 will authorize over $400 billion to 
the Department of Defense, $20.6 billion more 
than the President’s budget request for 
FY2004. U.S. taxpayers will pay $15.7 billion 
for nuclear weapons in FY2004. For that same 

amount of money, we could have provided 
health care to 2,803,167 more people, includ-
ing 132,473 in my home state of Illinois. 

I support efforts to provide our military with 
the necessary funding needed to defend our 
country and to increase the salaries of our 
men and women in the Armed Forces but I 
am not willing to compromise the environment, 
workers’ rights, and domestic priorities, such 
as education and health care, to achieve this 
goal. I urge my colleagues to vote against this 
bill.

Ms. JACKSON-LEE of Texas. Mr. Chair-
man, I want to begin by saying that I opposed 
the war in Iraq. I support the brave men and 
women who sacrificed their lives and safety to 
fight in Operation Iraqi Freedom, but I feel that 
war should always be the last option. 

While I opposed the war in Iraq, at the 
same time I recognize that it is important to 
ensure our national security. It is important for 
us to strike a balance: protect our national se-
curity but not rush to engage in war. 

Our ongoing fight against terrorism makes it 
more difficult to strike this balance. The world 
has watched in horror as suicide bombings or-
chestrated by terrorist groups have ravaged 
countries overseas. There have been nine sui-
cide bombing attacks in Saudi Arabia in the 
last few weeks. Twenty-five innocent victims 
lost their lives including eight U.S. citizens. 
There have been thirteen suicide bombing at-
tacks in Morocco that killed 28 people. The al-
Queda terrorist network is suspected in many 
of the bombings. The FBI has announced that 
the bombings abroad may be a prelude to at-
tacks on American soil. As a result the Depart-
ment of Homeland Security recently elevated 
the terrorist threat level to ‘‘High.’’

The fight against terrorism and the labor to 
protect our national security is multifaceted. 
Part of protecting our national security is pro-
tecting those who secure our nation. The indi-
viduals include America’s many veterans and 
also the troops returning to the United States 
from Operation Iraqi Freedom. It is critical that 
H.R. 1588, have sufficient fund allocations for 
programs for our veterans and troops from 
Iraqi freedom, as well as other valuable pro-
grams. 

I have proposed an amendment to H.R. 
1588 to direct the Secretary of the Department 
of Defense to study the feasibility of using 
small, minority, and women-owned businesses 
in the efforts to rebuild Iraq. During the course 
of cooperative discussions with the leadership 
of the House of Representatives’ Armed Serv-
ices Committee, it was agreed that the lan-
guage of my amendment would better serve 
the needs of the small, minority, and women-
owned business community if there were revi-
sions. 

My revised amendment would read, ‘‘The 
Secretary of Defense shall ensure that out-
reach procedures are in place to provide infor-
mation to small business, minority-owned busi-
nesses, and women-owned businesses re-
garding Department of Defense requirements 
and contract opportunities for the rebuilding of 
Iraq. 

Both the Majority and Minority Party leader-
ship agreed to work in conference to include 
the revised language in the final passage of 
the bill. This is a better foundation of the lan-
guage of the amendment, and it protects 
small, minority, and women-owned businesses 
from unnecessary delay. In fact, the Leader-
ship of the Armed Services Committee agreed 

to work ‘‘robustly’’ in conference, and with me 
to ensure that this amendment language is in 
the final version of H.R. 1588, and also to en-
sure that small, minority, and women-owned 
business participate fully in rebuilding Iraq. 

The adoption of my amendment coupled 
with the support of the leadership of the 
Armed Services Committee will give me the 
power to insist that the Department of Defense 
use small, minority, and women-owned busi-
nesses in the efforts to rebuild Iraq. This valu-
able program must be followed-up, and fol-
lowed through. It is because of amendments 
to H.R. 1588 that I support the bill.

The sections of H.R. 1588 that I am con-
cerned with deal with funding the production of 
weapons. Under H.R. 1588, the Army is ap-
propriated $1,594,622,000 for missiles, the 
Navy and Marine Corps are appropriated 
$2,529,821,000 for missiles and torpedoes, 
and the Air Force is appropriated 
$4,348,039,000 for missiles. 

I am absolutely opposed to missile defense 
and nuclear weapons expenditures. Missiles 
are inherently dangerous and are an outdated 
weapon in our armed services’ arsenal. Take 
for example the missile known as the cluster 
bomb. Cluster bombs are designed to hit their 
target and disperse sub-munitions, also called 
‘‘grenades’’ in surface-delivered weapons and 
‘‘bomblets’’ in air-delivered weapons, over a 
large area, thereby increasing the radius of 
destructive effect over a target. Typically clus-
ter bombs are used by U.S. Forces on troop 
concentrations, airfields, and air defense units. 

Many human rights organizations have 
called to an end to the use of cluster bombs. 
For example, Human Rights Watch has called 
for a global moratorium on use of cluster 
bombs because they have been shown to 
cause unacceptable civilian casualties both 
during and after conflict. Cluster bombs have 
wide dispersal pattern and cannot be targeted 
precisely, making them especially dangerous 
when used near civilian areas. Cluster bombs 
are usually used in very large numbers and 
have a high initial failure rate which results in 
numerous explosive ‘‘duds’’ that pose the 
same post-conflict problem as antipersonnel 
landmines. Equally important, the duds pose a 
threat to American troops canvassing the area 
of attack. 

Expending hundreds of millions of dollars on 
missile programs that are dangerous to civilian 
populations and to American troops is a poor 
use of Department of Defense Funds. In light 
of the housing, unemployment, education, and 
health care crisis America is presently faced 
with I cannot condone expending such exorbi-
tant sums of money on missiles. 

Furthermore, H.R. 1588 is completely lack-
ing in peace-keeping provisions. The Depart-
ment of Defense is as responsible for pro-
moting peace around the world as they are 
waging war around the world. This Chamber 
should demand the Department of Defense al-
locate more funds toward the peace-keeping 
mission. 

The need for peace and the fears and con-
cerns about terrorism show that it is of critical 
importance that we fully support and fund the 
operations and programs of the Department of 
Defense. The Department of Defense Reau-
thorization bill that we are considering today is 
a comprehensive authorization that covers 
many Department of Defense programs that 
benefit military personnel. 

The most important element of our Armed 
Forces is the personnel. H.R. 1588 contains 
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numerous valuable provisions that benefit the 
brave men and women who serve in our 
armed forces. H.R. 1588 retains health profes-
sionals to fulfill active-duty service commit-
ments, increases the flexibility for voluntary re-
tirement for military officers, and simplifies the 
annual participation requirements for the 
Ready Reserves. 

H.R. 1588 also makes valuable changes to 
the Education and Training Programs of the 
Department of Defense. The bill creates a 
masters of operational studies degree for the 
Marine Corps University, expands education 
assistance authority for cadets and mid-
shipmen, increase in allocation of scholarships 
under the Army Reserve ROTC scholarship 
program, and inclusion of accrued interest 
may be repaid under Selected Reserve critical 
specialities education loan repayment pro-
gram. 

H.R. 1588 also improves the benefit pro-
gram by adding more classes of individuals to 
participate in the Federal long-term care insur-
ance program. Increases assistance to local 
educational agencies that benefit dependents 
of the Armed Forces and DoD civilian employ-
ees. Other provisions of H.R. 1588, improve 
the DoD Health care provisions by making im-
provement to the chiropractic, medical, and 
dental programs. 

I support the provisions of H.R. 1588 that 
are beneficial to the brave men and women of 
our Armed Forces. However, I oppose the pro-
visions of H.R. 1588 that fund missiles, and I 
am disappointed that the bill does not contain 
more peace keeping measures. Therefore, Mr. 
Chairman, I support H.R. 1588 with some res-
ervations.

Mr. HOLT. Mr. Chairman, Democrats and 
Republicans in recent years have recognized 
the rapidly-changing security challenges that 
confront our Nation and come together to ad-
dress them. That is why much of this bill is 
non-controversial. In particular, we are united 
since the terrorist attacks of September 11, 
2001 in supporting the increased investments 
needed to strengthen our common defense 
and to effectively prosecute the war against 
terrorism. 

Let me begin by stating that there is no 
higher test for this bill, in my estimation, than 
how it treats the brave men and women who 
risk their lives every day to defend our free-
dom. By that standard, I am pleased by the 
provisions that continue our shared commit-
ment to boost the income for all of our military 
personnel with a 4.1 percent average increase 
in base pay. It also extends several special 
pay provisions and bonuses for active duty 
personnel through December 31, 2004, includ-
ing the enlistment and re-enlistment bonus. 
Furthermore, it calls for reducing the average 
amount of housing expenses paid by service 
members from 7.5 percent to 3.5 percent in 
FY 2004 and eliminates the out-of-pocket ex-
pense completely by FY 2005. 

But on balance, I am opposing this bill on 
final passage because I fundamentally dis-
agree with key aspects of its policy presump-
tions and prescriptions. It will make America 
less safe. 

First and most importantly, the growing reli-
ance upon nuclear weapons that this bill en-
courages makes our Nation and the world less 
safe, not more so. Accordingly, I strongly dis-
agree with the funding in this bill to continue 
work on high-yield, burrowing nuclear ‘‘bunker-
busters’’ that target underground military facili-

ties or arsenals. I am equally opposed to the 
language in this bill that lifts the ban on re-
search leading to low yield ‘‘mini-nuclear 
weapons’’ of 5 kilotons or less. 

Last month, I sent a letter to President Bush 
that was co-signed by 34 of my colleagues to 
convey our grave concern that he is weak-
ening long-standing U.S. policy governing the 
use of nuclear as opposed to conventional 
weapons. That action coupled with the exam-
ples I’ve cited and other provisions in this bill 
further undermine the U.S. non-proliferation ef-
forts of Republican and Democratic Presidents 
alike and heighten growing international fear 
that Bush Administration’s policies are fueling 
a new nuclear arms race. 

Second, I am opposed to the blanket ex-
emptions from our Nation’s environmental pro-
tection laws for the Pentagon in this bill. There 
is no convincing evidence that environmental 
laws like the Clean Air Act and the Endan-
gered Species Act hinder our military’s capac-
ity to defend our Nation. 

But you don’t have to take my word for it. 
The out-going EPA Administrator, Christine 
Whitman, has testified to the Congress that 
she does not ‘‘believe that there is a training 
mission anywhere in the country that is being 
held up or not taking place because of envi-
ronmental protection.’’ Furthermore, the U.S. 
General Accounting Office (GAO) has reported 
to the Congress that the Pentagon has failed 
to produce any evidence that environmental 
laws have significantly affected our military 
readiness. 

I do not think the Pentagon or any other 
federal agency should be above the law. 
Moreover, current law already allows case-by-
case environmental exemptions for the Pen-
tagon, when they are determined to be in the 
national interest. 

Finally, this bill also contains provisions that 
will be very harmful to hundreds of thousands 
of dedicated civilian men and women who 
make our Defense Department work. 

Last year saw the largest government reor-
ganization in more than three decades with 
the creation of the U.S. Department of Home-
land Security, affecting 170,000 federal em-
ployees. Following extensive congressional 
debate, Secretary Ridge was granted authority 
to establish a more flexible agency that at-
tempted to protect basic worker rights. 

But this bill will give Defense Secretary 
Rumsfeld broad authority to rollback worker 
protections for hundreds of thousands of Pen-
tagon employees. There will be nothing to pre-
vent agency managers from abusing their 
power for political advancement or engaging in 
discriminatory practices. Allowing managers 
the ability to waive such protections under the 
guise of national security and the need for 
greater flexibility is wrong. It will not make us 
safer. 

At the same time that the Pentagon seeks 
to do away with its current personnel system 
in this bill, Secretary Rumsfeld has not offered 
a serious alternative to replace it. Instead, he 
has simply requested a blank check to undo, 
in whole or in part, many of the civil service 
laws and protections that have been in place 
for nearly a century to safeguard against the 
return of an unfair patronage system. 

I want to be very clear. I support a strong 
national defense. I support modernizing our 
military. I support giving our troops the re-
sources and training they need to keep our 
nation secure. But I cannot support a bill that 

contains provisions that will take our military 
backwards, rather than forwards. I cannot sup-
port a bill that will re-ignite a global nuclear 
arms race, even as we go to war to stop the 
spread of nuclear weapons abroad! I cannot 
support a bill that takes away the rights of 
hundreds of thousands of hard-working Pen-
tagon employees. Finally, I cannot support a 
bill that disingenuously claims that stripping 
away important environmental protections will 
somehow bolster our national security.

Ms. KILPATRICK. Mr. Chairman, I rise in 
opposition to the bill, H.R. 1588. If this were 
a straightforward Defense Authorization bill, it 
would have my support, but the provisions 
contained in this legislation go far beyond the 
scope of the Pentagon and the great men and 
women who grace our uniformed services. 

This bill has become a Trojan Horse. The 
Defense bill is being used as a legislative ve-
hicle by which the President, the Secretary of 
Defense and a complaint majority in this 
chamber can rewrite the rules that conserve 
our land and wildlife resources. 

This bill is not about providing for the health 
and welfare of our armed services, or taking 
care of military needs at home and abroad, or 
about advancing our military capabilities. The 
underlying bill contained a major rewrite of the 
Endangered Species Act (ESA) and the Ma-
rine Mammal Protection Act that goes far be-
yond what the military needs or requested. 
The Endangered Species Act specifically al-
lows the Secretary of Defense to waive re-
quirements for purposes of advancing our na-
tional security. In other words, the Secretary 
has waiver authority under present law. 

But for reasons that are beyond me, the 
Secretary of Defense wants broader exemp-
tions than are found in current law. For exam-
ple, the bill weakens ‘‘critical habitat’’ designa-
tion requirements to such an extent that they 
are only done on a discretionary basis. These 
changes to our national environmental laws 
are being railroaded without consideration of a 
full debate and without an opportunity to con-
sider a more sensible alternative. The major-
ity, in its rush to pass bad legislation, has de-
nied the opportunity for Members to consider 
an alternative environmental provision au-
thored by my fellow colleague from Michigan, 
Mr. DINGELL, and the distinguished gentleman 
from West Virginia, Mr. RAHALL. The majority 
has denied us a right to discuss this important 
issue and the right to offer amendments. 

Mr. Chairman, given the tilted playing field 
on which H.R. 1588 is being considered, I re-
gret that I must vote against final passage. 

Before closing, I want to pay a salute to the 
men and women of our armed forces and 
thank them for a job well done and for the 
sacrifices they are making to protect our Na-
tion. As I recall the swiftness with which they 
marched into Baghdad, I am puzzled at the 
implication of some that our present environ-
mental laws and regulations impaired their 
military readiness. I am convinced that our 
military is well prepared, and am equally con-
vinced that they can maintain a high standard 
of readiness under existing environmental 
laws.

The CHAIRMAN pro tempore. There 
being no further amendments in order, 
the question is on the committee 
amendment in the nature of a sub-
stitute, as amended. 

The committee amendment in the 
nature of a substitute, as amended, was 
agreed to. 
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The CHAIRMAN pro tempore. Under 

the rule, the Committee rises. 
Accordingly, the Committee rose; 

and the Speaker pro tempore (Mr. 
LAHOOD) having assumed the chair, Mr. 
HASTINGS of Washington, Chairman pro 
tempore of the Committee of the Whole 
House on the State of the Union, re-
ported that that Committee, having 
had under consideration the bill (H.R. 
1588) to authorize appropriations for 
fiscal year 2004 for military activities 
of the Department of Defense, to pre-
scribe military personnel strengths 
through fiscal year 2004, and for other 
purposes, pursuant to House Resolution 
247, he reported the bill back to the 
House with an amendment adopted by 
the Committee of the Whole. 

The SPEAKER pro tempore. Under 
the rule, the previous question is or-
dered. 

Is a separate vote demanded on any 
amendment to the committee amend-
ment in the nature of a substitute 
adopted by the Committee of the 
Whole? If not, the question is on the 
amendment. 

The amendment was agreed to. 
The SPEAKER pro tempore. The 

question is on the engrossment and 
third reading of the bill. 

The bill was ordered to be engrossed 
and read a third time, and was read the 
third time. 
MOTION TO RECOMMIT OFFERED BY MR. COOPER 

Mr. COOPER. Mr. Speaker, I offer a 
motion. 

The SPEAKER pro tempore. Is the 
gentleman opposed to the bill? 

Mr. COOPER. I am in its present 
form, Mr. Speaker. 

The SPEAKER pro tempore. The 
Clerk will report the motion to recom-
mit. 

The Clerk read as follows:
Mr. COOPER moves to recommit the bill 

H.R. 1588 to the Committee on Armed Serv-
ices with instructions to report the same 
back to the House forthwith with the fol-
lowing amendments:

In section 9902 of title 5, United States 
Code (as proposed to be added by section 1111 
of the bill), after subsection (b) (page 353, 
after line 12) insert the following new sub-
section:

‘‘(c) EMPLOYEE BILL OF RIGHTS.—
‘‘(1) SENSE OF CONGRESS.—It is the sense of 

Congress that—
‘‘(A) the Department of Defense should 

have flexibilities in personnel decisions, in-
cluding pay and promotion, in order to pro-
vide the strongest possible national defense; 
and 

‘‘(B) the Department of Defense should pro-
tect fundamental civil service protections of 
civilian employees at the Department. 

‘‘(2) CIVIL SERVICE PROTECTIONS.—
‘‘(A) The right of an employee to receive a 

veterans preference in hiring and a reduction 
in force, as in effect on the date of the enact-
ment of this subsection, shall not be 
abridged. 

‘‘(B) An employee shall have the right to 
be free from favoritism, nepotism, or dis-
crimination in connection with hiring, ten-
ure, promotion, or other conditions of em-
ployment due to the employee’s political 
opinion or affiliation. 

‘‘(C) The Secretary shall not refuse to bar-
gain in good faith with a labor organization, 

except as provided in section 9902(f) (relating 
to bargaining at the national rather than 
local level), and shall submit negotiation im-
passes to—

‘‘(i) an impartial panel; or 
‘‘(ii) an alternative dispute resolution pro-

cedure agreed upon by the parties; 
‘‘(D) An employee shall have the right to 

full and fair compensation for overtime, 
other time worked that is not part of a reg-
ular workweek schedule, and pay for haz-
ardous work assignments. 

‘‘(E) An employee shall have the right to 
form, join, or assist any labor organization, 
or to refrain from any such activity, freely 
and without fear of penalty or reprisal. Such 
right includes the right to engage in collec-
tive bargaining with respect to conditions of 
employment through representatives chosen 
by employees. 

‘‘(F) An employee against whom removal 
or suspension for more than 14 days is pro-
posed shall have a right to—

‘‘(i) reasonable advance notice stating spe-
cific reasons for the proposed action, unless 
there is reasonable cause to believe that 
such employee has committed a crime or im-
mediate action is necessary in the interests 
of national security; 

‘‘(ii) reasonable time to answer orally or in 
writing; and 

‘‘(iii) representation by an attorney or 
other representative. 

‘‘(G) An employee shall have a right to ap-
peal actions involving alleged discrimination 
to the Equal Employment Opportunity Com-
mission. 

(H) An employee shall have a right to back 
pay and attorney fees if the employee is the 
prevailing party in an appeal of a removal or 
suspension.

Page 359, line 5, insert ‘‘and’’ after ‘‘Sec-
retary;’’. 

Page 359, line 8, strike ‘‘; and’’ and insert a 
period. 

Page 359, strike lines 9 through 12.

Mr. COOPER (during the reading). 
Mr. Speaker, I ask unanimous consent 
that the motion to recommit be consid-
ered as read and printed in the RECORD. 

The SPEAKER pro tempore. Is there 
objection to the request of the gen-
tleman from Tennessee? 

There was no objection. 
The SPEAKER pro tempore. Pursu-

ant to the rule, the gentleman from 
Tennessee (Mr. COOPER) is recognized 
for 5 minutes in support of his motion 
to recommit. 

Mr. COOPER. Mr. Speaker, this is 
the amendment that was banned in 
Washington. This is the amendment 
that Republican leadership does not 
want us to vote on. Why? They are 
afraid Members will like it. They are 
afraid it will pass. They are afraid that 
the real majority in this great House of 
Representatives, common sense, the 
Democrats and Republicans working 
together, will like what is in this 
amendment. 

That is why the Committee on Rules 
did not allow it to be considered in ei-
ther rule, and that is why the chairman 
of the Committee on Armed Services 
did not allow an amendment like this 
to be put before the Committee on 
Armed Services. 

What is in the Cooper-Davis-Van 
Hollen amendment that makes it so 
controversial? Members will be sur-
prised when they read it. There are 
copies at the desk. 

It is a relatively simple three-page 
DOD civilian bill of rights. No new 
rights are extended. All we are trying 
to do is to make sure, to make abso-
lutely sure, that existing civilian em-
ployees’ rights are preserved. 

Let me read section A. The right of 
an employee to receive a veterans pref-
erence in hiring and reduction in force 
shall not be abridged. 

Who in this House is against that? 
An employee shall have the right to 

be free from favoritism, nepotism, or 
discrimination. 

Who in this House is against that? 
The Secretary shall not refuse to bar-

gain in good faith with a labor organi-
zation. 

Who in this House is against that? 
The Secretary shall submit negoti-

ating impasses to an impartial panel. 
Who in this House is against that? 
An employee shall have the right to 

full and fair compensation for overtime 
and pay for hazardous duty work. 

Who in this House is against that? 
An employee shall have the right to 

form, join, or assist any labor organiza-
tion, or to refrain from any such activ-
ity, freely and without fear of penalty 
or reprisal. 

Who is against that in this House? 
Such right includes the right to en-

gage in collective bargaining with re-
spect to conditions of employment 
through representatives chosen by em-
ployees. 

Who in this House is against that? 
There are simple, basic, due process 

and appeal rights that these employees 
have today that you are about to take 
away unless Members vote for the mo-
tion to recommit. These rights include 
freedom from racial discrimination, so 
these people have a chance to take 
their case to the EEOC. 

Many on the other side of the aisle 
will say these rights are already in the 
bill. If that is true, if that is true, they 
should welcome this motion to recom-
mit and vote for it. If they are believ-
ing their own speeches, they should 
vote for this motion to recommit, be-
cause it will not kill this bill. It will 
not even delay this bill a microsecond. 
All it will do is safeguard the rights of 
DOD employees. 

This is the only chance Members will 
have in this long debate to help these 
employees. The next time Members 
visit a military base, the next time a 
DOD employee or family member ap-
pears at a gathering, they are going to 
ask Members what they did or did not 
do to help them. They are going to ask 
us why the Senate helped them and 
you did not. Because the other body is 
treating these people in a much fairer 
manner.

b 1900 

You do not want to tell these 750,000 
patriotic families that you do not have 
time or the interest to consider pre-
serving their existing rights. So now is 
your chance, your only chance to help 
these people, 65 of whom died on Sep-
tember 11 when the terrorists attacked 
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the Pentagon, people who are part of 
the best employee workforce in the his-
tory of the Pentagon. 

Mr. Speaker, I yield the balance of 
my time to the gentleman from Mary-
land (Mr. HOYER). 

Mr. HOYER. Mr. Speaker, over a 
hundred years ago Republicans and 
Democrats came together to prevent 
and preclude and to eliminate a politi-
cized patronage system that was suck-
ing down the quality of public service. 
What the amendment says is that we 
will not return to that kind of a sys-
tem. I agree with the gentleman. If 
your bill does not do that, this motion 
to recommit does not harm it. If there 
is a chance that it does, it precludes it 
and protects it against a politicized 
civil service system. Vote for this mo-
tion to recommit. 

Mr. HUNTER. Mr. Speaker, I rise in 
opposition to the motion to recommit. 

The SPEAKER pro tempore (Mr. 
LAHOOD). The gentleman from Cali-
fornia (Mr. HUNTER) is recognized for 5 
minutes in opposition to the motion to 
recommit. 

Mr. HUNTER. Mr. Speaker, I yield 2 
minutes to the distinguished gen-
tleman from Virginia (Mr. TOM DAVIS), 
the chairman of the Committee on 
Government Reform. 

Mr. TOM DAVIS of Virginia. Mr. 
Speaker, this amendment was offered 
and rejected in the Committee on Gov-
ernment Reform. 

The gentleman is right, it was 100 
years ago; and today we are in an infor-
mation age when terrorists move infor-
mation at the speed of an e-mail, 
money at the speed of a wire transfer, 
and people at the speed of a commer-
cial jet liner. But the Department of 
Defense is still bogged down in bureau-
cratic processes in an industrial age 
that goes back 100 years. 

Now, we preserve the rights the gen-
tleman talked about, and he alluded to 
the fact, I am holding up the bill and 
ask you to read these. This section 9902 
has 10 pages of fundamental employee 
protections. We include Chapters 33 
and 35 of title V, which cover veterans’ 
preferences with nonwaivable chapters. 

The NSPS strictly forbids political 
patronage and mandates that the De-
partment comply with all existing civil 
service protections, sex, age, race dis-
crimination. That is in section 2301 and 
section 2302 of title V. 

Nepotism protections, section 2302, 
are not waived. They remain in this 
legislation. 

The amendment would require em-
ployees to be able to collectively bar-
gain. The legislation at 9902 specifi-
cally says that employees may orga-
nize, bargain collectively, and partici-
pate through labor organizations of 
their own choosing. And section 9902, 
the gentleman from New York (Mr. 
MCHUGH) offered an amendment in 
committee that sets up an independent 
employee review panel appointed by 
the President, not the Secretary of De-
fense. The McHugh amendment took 
care of that problem. 

These flexibilities are less in most 
cases than what we just gave the De-
partment of Homeland Security less 
than a year ago and which dozens of 
other government departments have. 
We need to understand that. And they 
are based on the experience of nine 
pilot programs and 40,000 employees 
who have voted, in many cases against 
the union bosses who oppose them, to 
continue these kinds of reforms. 

Let us take the civil service into the 
21st century, and let us pay our em-
ployees what they are worth.

The SPEAKER pro tempore. The gen-
tleman from California (Mr. HUNTER) 
has 3 minutes remaining. 

Mr. HUNTER. Mr. Speaker, the gen-
tleman is absolutely right when he 
went over the litany of rights and pro-
tections that are in this bill. And we 
had a 25-hour mark up in which mem-
bers on the Committee on Armed Serv-
ices had lots of time, Democrat and Re-
publican, to look at this bill. And let 
me just say, this bill passed 58 to 2 out 
of the Committee on Armed Services. 
And I think if folks really thought that 
this totally stripped due process away 
from 700,000 Americans, they would not 
have voted for that. And it does not 
strip away due process. 

You know something, we are asking 
the Secretary of Defense to rebuild a 
system, and I think it is a system that 
is going to end up employing more peo-
ple in the civil service because those 
300,000 people in uniform who are doing 
the job now, because of bureaucracy, it 
is too tough to get through to appoint 
a civil servant, so it is easier to tell a 
sergeant, Sergeant, you go to it. The 
sergeant salutes, he goes and does it, 
and a civil service job is taken away. 

This is going to be a great new re-
form package. 

Now, let us get to the big picture. 
Just a couple of weeks ago American 
military folks, people coming from the 
air and the great Air Force, people pro-
jecting power from the sea in our Navy, 
people making combined arms oper-
ations with the Marines and the Army, 
people parachuting in with the 173rd 
Airborne coming into northern Iraq, 
the Third Armored Division moving up 
like a spear point up through the 
throat of Iraq going straight to Sad-
dam Hussein’s hideout, the great First 
Marine Division, the First Cav., all 
those Special Operators, those Special 
Forces, all the great men and women 
who supported this operation, went out 
and took what this Congress has given 
them over the last many years in 
terms of equipment and training and 
they carried out America’s foreign pol-
icy, and they fought for freedom and 
they did a great job. 

This bill does our job. It replaces 
that equipment. It raises that pay of 
4.1 percent average across the board. It 
helps us to fight the battle of today if 
we have to engage by bolstering heavy 
armor and bringing in new precision-
guided munitions; and it also looks 
over the horizon to the battle we might 
have to fight tomorrow. 

Those great men and women in uni-
form did their job. This bill is our job. 
Please vote down the motion to recom-
mit, and let us pass this bill.

The SPEAKER pro tempore. Without 
objection, the previous question is or-
dered on the motion to recommit. 

There was no objection. 
The SPEAKER pro tempore. The 

question is on the motion to recommit. 
The question was taken; and the 

Speaker pro tempore announced that 
the noes appeared to have it. 

RECORDED VOTE 

Mr. COOPER. Mr. Speaker, I demand 
a recorded vote. 

A recorded vote was ordered. 
The SPEAKER pro tempore. Pursu-

ant to clause 9 of rule XX, the Chair 
will reduce to 5 minutes the minimum 
time for any electronic vote on the 
question of passage. 

The vote was taken by electronic de-
vice, and there were—ayes 204, noes 224, 
not voting 6, as follows:

[Roll No. 220] 

AYES—204

Abercrombie 
Ackerman 
Alexander 
Allen 
Andrews 
Baca 
Baird 
Baldwin 
Ballance 
Becerra 
Bell 
Berkley 
Berman 
Berry 
Bishop (GA) 
Bishop (NY) 
Blumenauer 
Boswell 
Boucher 
Boyd 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Case 
Clay 
Clyburn 
Conyers 
Cooper 
Costello 
Cramer 
Crowley 
Cummings 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 
DeFazio 
DeGette 
Delahunt 
DeLauro 
Deutsch 
Dicks 
Dingell 
Doggett 
Dooley (CA) 
Doyle 
Edwards 
Emanuel 
Engel 
Eshoo 
Etheridge 
Evans 
Farr 
Fattah 
Filner 
Ford 
Frank (MA) 

Frost 
Gonzalez 
Gordon 
Green (TX) 
Grijalva 
Gutierrez 
Harman 
Hastings (FL) 
Hill 
Hinchey 
Hinojosa 
Hoeffel 
Holden 
Holt 
Honda 
Hooley (OR) 
Hoyer 
Inslee 
Israel 
Jackson (IL) 
Jackson-Lee 

(TX) 
Jefferson 
John 
Johnson, E. B. 
Jones (OH) 
Kanjorski 
Kaptur 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 
Kleczka 
Kucinich 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Larson (CT) 
Lee 
Levin 
Lewis (GA) 
Lipinski 
Lofgren 
Lowey 
Lucas (KY) 
Lynch 
Majette 
Maloney 
Markey 
Marshall 
Matheson 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McDermott 
McGovern 
McIntyre 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 

Michaud 
Millender-

McDonald 
Miller (NC) 
Miller, George 
Mollohan 
Moore 
Moran (VA) 
Murtha 
Nadler 
Napolitano 
Neal (MA) 
Oberstar 
Obey 
Olver 
Ortiz 
Owens 
Pallone 
Pascrell 
Pastor 
Payne 
Pelosi 
Peterson (MN) 
Pomeroy 
Price (NC) 
Rahall 
Rangel 
Reyes 
Rodriguez 
Ross 
Rothman 
Roybal-Allard 
Ruppersberger 
Rush 
Ryan (OH) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Sanders 
Sandlin 
Schakowsky 
Schiff 
Scott (GA) 
Scott (VA) 
Serrano 
Sherman 
Skelton 
Slaughter 
Smith (WA) 
Snyder 
Solis 
Spratt 
Stark 
Stenholm 
Strickland 
Stupak 
Tanner 
Tauscher 
Taylor (MS) 
Thompson (CA) 
Thompson (MS) 
Tierney 
Towns 

VerDate Jan 31 2003 05:22 May 24, 2003 Jkt 019060 PO 00000 Frm 00027 Fmt 7634 Sfmt 0634 E:\CR\FM\K22MY7.187 H22PT2



CONGRESSIONAL RECORD — HOUSEH4612 May 22, 2003
Turner (TX) 
Udall (CO) 
Udall (NM) 
Van Hollen 
Velazquez 

Visclosky 
Waters 
Watson 
Watt 
Waxman 

Weiner 
Wexler 
Woolsey 
Wu 
Wynn 

NOES—224

Aderholt 
Akin 
Bachus 
Baker 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bereuter 
Biggert 
Bilirakis 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Boehner 
Bonner 
Bono 
Boozman 
Bradley (NH) 
Brady (TX) 
Brown (SC) 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 
Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Carter 
Castle 
Chabot 
Chocola 
Coble 
Cole 
Collins 
Cox 
Crane 
Crenshaw 
Cubin 
Culberson 
Cunningham 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLay 
DeMint 
Diaz-Balart, L. 
Diaz-Balart, M. 
Dreier 
Duncan 
Dunn 
Ehlers 
English 
Everett 
Feeney 
Ferguson 
Flake 
Fletcher 
Foley 
Forbes 
Fossella 
Franks (AZ) 
Frelinghuysen 
Gallegly 
Garrett (NJ) 
Gerlach 
Gibbons 

Gilchrest 
Gillmor 
Gingrey 
Goode 
Goodlatte 
Goss 
Granger 
Graves 
Green (WI) 
Gutknecht 
Hall 
Harris 
Hart 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Hensarling 
Herger 
Hobson 
Hoekstra 
Hostettler 
Houghton 
Hulshof 
Hunter 
Hyde 
Isakson 
Issa 
Istook 
Janklow 
Jenkins 
Johnson (CT) 
Johnson (IL) 
Johnson, Sam 
Jones (NC) 
Keller 
Kelly 
Kennedy (MN) 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Latham 
LaTourette 
Leach 
Lewis (CA) 
Lewis (KY) 
Linder 
LoBiondo 
Lucas (OK) 
Manzullo 
McCotter 
McCrery 
McHugh 
McInnis 
McKeon 
Mica 
Miller (FL) 
Miller (MI) 
Miller, Gary 
Moran (KS) 
Murphy 
Musgrave 
Myrick 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Osborne 

Ose 
Otter 
Oxley 
Paul 
Pearce 
Pence 
Peterson (PA) 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Porter 
Portman 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Ramstad 
Regula 
Rehberg 
Renzi 
Reynolds 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Royce 
Ryan (WI) 
Ryun (KS) 
Saxton 
Schrock 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Smith (MI) 
Smith (NJ) 
Smith (TX) 
Souder 
Stearns 
Sullivan 
Sweeney 
Tancredo 
Tauzin 
Taylor (NC) 
Terry 
Thomas 
Thornberry 
Tiahrt 
Tiberi 
Toomey 
Turner (OH) 
Upton 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Weldon (FL) 
Weldon (PA) 
Weller 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Young (AK) 
Young (FL) 

NOT VOTING—6 

Bonilla 
Combest 

Doolittle 
Emerson 

Gephardt 
Greenwood

ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 

The SPEAKER pro tempore (Mr. 
LAHOOD) (during the vote). Two min-
utes remain to vote. 

b 1923 

Mr. HALL changed his vote from 
‘‘aye’’ to ‘‘no.’’ 

So the motion to recommit was re-
jected. 

The result of the vote was announced 
as above recorded.

The SPEAKER pro tempore. The 
question is on the passage of the bill. 

The question was taken; and the 
Speaker pro tempore announced that 
the ayes appeared to have it. 

RECORDED VOTE 

Mr. HUNTER. Mr. Speaker, I demand 
a recorded vote. 

A recorded vote was ordered. 
The SPEAKER pro tempore. This is a 

5-minute vote. 
The vote was taken by electronic de-

vice, and there were—ayes 361, noes 68, 
not voting 5, as follows:

[Roll No. 221] 

AYES—361

Abercrombie 
Ackerman 
Aderholt 
Akin 
Alexander 
Allen 
Andrews 
Baca 
Bachus 
Baker 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bell 
Bereuter 
Berkley 
Berman 
Berry 
Biggert 
Bilirakis 
Bishop (GA) 
Bishop (NY) 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Boehner 
Bonner 
Bono 
Boozman 
Boswell 
Boucher 
Boyd 
Bradley (NH) 
Brady (PA) 
Brady (TX) 
Brown (SC) 
Brown, Corrine 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 
Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Carter 
Castle 
Chabot 
Chocola 
Clyburn 
Coble 
Cole 
Collins 
Cooper 
Costello 
Cox 
Cramer 
Crane 
Crenshaw 
Cubin 
Culberson 
Cummings 
Cunningham 

Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (TN) 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLauro 
DeLay 
DeMint 
Deutsch 
Diaz-Balart, L. 
Diaz-Balart, M. 
Dicks 
Dooley (CA) 
Doyle 
Dreier 
Duncan 
Dunn 
Edwards 
Ehlers 
Emanuel 
Engel 
English 
Etheridge 
Evans 
Everett 
Feeney 
Ferguson 
Flake 
Fletcher 
Foley 
Forbes 
Ford 
Fossella 
Franks (AZ) 
Frelinghuysen 
Frost 
Gallegly 
Garrett (NJ) 
Gerlach 
Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Gonzalez 
Goode 
Goodlatte 
Gordon 
Goss 
Granger 
Graves 
Green (TX) 
Green (WI) 
Greenwood 
Gutierrez 
Gutknecht 
Hall 
Harman 
Harris 
Hart 
Hastings (FL) 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Hensarling 
Herger 
Hill 
Hinojosa 
Hobson 
Hoeffel 
Hoekstra 
Holden 
Hooley (OR) 

Hostettler 
Houghton 
Hoyer 
Hulshof 
Hunter 
Hyde 
Inslee 
Isakson 
Israel 
Issa 
Istook 
Jackson-Lee 

(TX) 
Janklow 
Jefferson 
Jenkins 
John 
Johnson (CT) 
Johnson (IL) 
Johnson, E. B. 
Johnson, Sam 
Jones (NC) 
Jones (OH) 
Kaptur 
Keller 
Kelly 
Kennedy (MN) 
Kennedy (RI) 
Kildee 
Kind 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Latham 
LaTourette 
Leach 
Levin 
Lewis (CA) 
Lewis (KY) 
Linder 
Lipinski 
LoBiondo 
Lowey 
Lucas (KY) 
Lucas (OK) 
Lynch 
Majette 
Maloney 
Manzullo 
Marshall 
Matheson 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCotter 
McCrery 
McHugh 
McInnis 
McIntyre 
McKeon 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Mica 

Michaud 
Millender-

McDonald 
Miller (FL) 
Miller (MI) 
Miller (NC) 
Miller, Gary 
Mollohan 
Moore 
Moran (KS) 
Moran (VA) 
Murphy 
Murtha 
Musgrave 
Myrick 
Napolitano 
Neal (MA) 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Ortiz 
Osborne 
Ose 
Otter 
Oxley 
Pallone 
Pascrell 
Pastor 
Pearce 
Pelosi 
Pence 
Peterson (MN) 
Peterson (PA) 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Pomeroy 
Porter 
Portman 
Price (NC) 
Pryce (OH) 
Putnam 

Quinn 
Radanovich 
Rahall 
Ramstad 
Rangel 
Regula 
Rehberg 
Renzi 
Reyes 
Reynolds 
Rodriguez 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Ross 
Rothman 
Roybal-Allard 
Royce 
Ruppersberger 
Ryan (OH) 
Ryan (WI) 
Ryun (KS) 
Sanchez, Loretta 
Sandlin 
Saxton 
Schiff 
Schrock 
Scott (GA) 
Scott (VA) 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherman 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Skelton 
Slaughter 
Smith (MI) 
Smith (NJ) 
Smith (TX) 

Smith (WA) 
Snyder 
Souder 
Spratt 
Stearns 
Stenholm 
Strickland 
Stupak 
Sullivan 
Sweeney 
Tancredo 
Tanner 
Tauscher 
Tauzin 
Taylor (MS) 
Taylor (NC) 
Terry 
Thomas 
Thompson (CA) 
Thompson (MS) 
Thornberry 
Tiahrt 
Tiberi 
Toomey 
Turner (OH) 
Turner (TX) 
Upton 
Van Hollen 
Visclosky 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Weldon (FL) 
Weldon (PA) 
Weller 
Wexler 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Wynn 
Young (AK) 
Young (FL) 

NOES—68 

Baird 
Baldwin 
Ballance 
Becerra 
Blumenauer 
Brown (OH) 
Capps 
Capuano 
Case 
Clay 
Conyers 
Crowley 
Davis (IL) 
DeFazio 
DeGette 
Delahunt 
Dingell 
Doggett 
Eshoo 
Farr 
Fattah 
Filner 
Frank (MA) 

Grijalva 
Hinchey 
Holt 
Honda 
Jackson (IL) 
Kanjorski 
Kilpatrick 
Kleczka 
Kucinich 
Larson (CT) 
Lee 
Lewis (GA) 
Lofgren 
Markey 
McCollum 
McDermott 
McGovern 
Miller, George 
Nadler 
Oberstar 
Obey 
Olver 
Owens 

Paul 
Payne 
Rush 
Sabo 
Sanchez, Linda 

T. 
Sanders 
Schakowsky 
Serrano 
Solis 
Stark 
Tierney 
Towns 
Udall (CO) 
Udall (NM) 
Velazquez 
Waters 
Watson 
Watt 
Waxman 
Weiner 
Woolsey 
Wu 

NOT VOTING—5 

Bonilla 
Combest 

Doolittle 
Emerson 

Gephardt

ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 
The SPEAKER pro tempore (during 

the vote). Two minutes remain to vote.

b 1931 
So the bill was passed. 
The result of the vote was announced 

as above recorded. 
The title of the bill was amended so 

as to read: ‘‘A bill to authorize appro-
priations for fiscal year 2004 for mili-
tary activities of the Department of 
Defense, for military construction, and 
for defense activities of the Depart-
ment of Energy, to prescribe personnel 
strengths for such fiscal year for the 
Armed Forces, and for other purposes’’. 

A motion to reconsider was laid on 
the table.
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AUTHORIZING THE CLERK TO 

MAKE CORRECTIONS IN EN-
GROSSMENT OF H.R. 1588, NA-
TIONAL DEFENSE AUTHORIZA-
TION ACT FOR FISCAL YEAR 2004 

Mr. HUNTER. Mr. Speaker, I ask 
unanimous consent that in the engross-
ment of the bill, H.R. 1588, the Clerk be 
authorized to correct section numbers, 
punctuation, cross-references, and the 
table of contents, and to make such 
other technical and conforming 
changes as may be necessary to reflect 
the actions of the House in amending 
the bill. 

The SPEAKER pro tempore (Mr. 
LAHOOD). Is there objection to the re-
quest of the gentleman from Cali-
fornia? 

There was no objection. 
f 

GENERAL LEAVE 

Mr. HUNTER. Mr. Speaker, I ask 
unanimous consent that all Members 
may have 5 legislative days within 
which to revise and extend their re-
marks on H.R. 1588, the bill just passed. 

The SPEAKER pro tempore (Mr. 
HASTINGS of Washington). Is there ob-
jection to the request of the gentleman 
from California? 

There was no objection.
f 

FURTHER MESSAGE FROM THE 
SENATE 

A further message from the Senate 
by Mr. Monahan, one of its clerks, an-
nounced that the Senate agrees to the 
amendment of the House to the resolu-
tion (S. Con. Res. 46) ‘‘Concurrent reso-
lution to correct the enrollment of 
H.R. 1298.’’.

f 

UNEMPLOYMENT COMPENSATION 
AMENDMENTS OF 2003 

Ms. DUNN. Mr. Speaker, pursuant to 
House Resolution 248, I call up the bill 
(H.R. 2185) to extend the Temporary 
Extended Unemployment Compensa-
tion Act of 2002, and ask for its imme-
diate consideration. 

The Clerk read the title of the bill. 
The text of H.R. 2185 is as follows:

H.R. 2185

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in 
Congress assembled,
SECTION 1. SHORT TITLE. 

This Act may be cited as the ‘‘Unemploy-
ment Compensation Amendments of 2003’’. 
SEC. 2. EXTENSION OF THE TEMPORARY EX-

TENDED UNEMPLOYMENT COM-
PENSATION ACT OF 2002. 

(a) IN GENERAL.—Section 208 of the Tem-
porary Extended Unemployment Compensa-
tion Act of 2002 (Public Law 107–147; 116 Stat. 
30), as amended by Public Law 108–1 (117 
Stat. 3), is amended—

(1) in subsection (a)(2), by striking ‘‘before 
June 1’’ and inserting ‘‘on or before Decem-
ber 31’’; 

(2) in subsection (b)(1), by striking ‘‘May 
31, 2003’’ and inserting ‘‘December 31, 2003’’; 

(3) in subsection (b)(2)—
(A) in the heading, by striking ‘‘MAY 31, 

2003’’ and inserting ‘‘DECEMBER 31, 2003’’; and 

(B) by striking ‘‘May 31, 2003’’ and insert-
ing ‘‘December 31, 2003’’; and 

(4) in subsection (b)(3), by striking ‘‘August 
30, 2003’’ and inserting ‘‘March 31, 2004’’. 

(b) EFFECTIVE DATE.—The amendments 
made by this section shall take effect as if 
included in the enactment of the Temporary 
Extended Unemployment Compensation Act 
of 2002 (Public Law 107–147; 116 Stat. 21).

The SPEAKER pro tempore. Pursu-
ant to House Resolution 248, the gen-
tlewoman from Washington (Ms. DUNN) 
and the gentleman from New York (Mr. 
RANGEL) each will control 30 minutes. 

The Chair recognizes the gentle-
woman from Washington (Ms. DUNN). 

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

Mr. Speaker, today we consider H.R. 
2185 to extend unemployment benefits 
for millions of displaced workers. I 
want to thank the gentleman from 
California (Mr. THOMAS) for his leader-
ship in bringing this bill to the floor 
today. This bill will extend the current 
unemployment insurance program 
until December 2003 with a phase-out 
until March 2004. 

My legislation will allow dislocated 
workers to receive 13 weeks of benefits 
in all States and an additional 13 weeks 
for workers who live in States with 
high unemployment rates such as Alas-
ka, Connecticut, Massachusetts, Or-
egon, Pennsylvania, and Washington. 
The bill will help approximately 2.4 
million displaced workers nationwide. 

In my home State of Washington, the 
unemployment rate has again in-
creased from 7.1 percent to 7.3 percent, 
making it the third highest unemploy-
ment rate in the Nation. Mass layoffs 
continue to have an adverse impact on 
our State’s economy, especially in the 
aerospace industry. I represent more 
than 25,000 Boeing workers, many of 
whom have already lost their jobs. 

As we work on a jobs and growth 
package to provide an immediate boost 
to our economy, we must also give dis-
placed workers the peace of mind in 
knowing that they have a little time to 
find a job. So what does H.R. 2185 do? It 
achieves the following: it extends un-
employment benefits until December 
31, 2003, with a phase-out until March 
31, 2004; it extends unemployment bene-
fits for 13 weeks in all States for dis-
placed workers; it extends unemploy-
ment benefits for an additional 13 
weeks for a total of 26 weeks in high 
unemployment States. 

This bill will cost $6.5 billion over 10 
years, and it will help about 2.4 million 
workers nationwide. I think it is im-
portant that people realize that the 
Congress has done a lot to help unem-
ployed workers. We feel this is the time 
to continue generosity and to help 
some of these folks who are trying to 
get jobs. 

The existing unemployment exten-
sion expires at the end of this month 
with a phase-out until August. Con-
gress has now extended unemployment 
benefits three different times: first in 
March 2002, 13 weeks for all States and 
26 weeks for high unemployment 
States; secondly, in January 2003, 13 

weeks for all States and 26 weeks for 
high unemployment States; and, lastly, 
in April 2003 an additional 26 weeks for 
airline and related industry workers. 

We are extending the safety net for 
workers struggling to find a job while 
stimulating our economic growth by 
reducing taxes for individuals and en-
couraging business expansion. By ex-
tending unemployment benefits for an 
additional 13 weeks in all States, we 
can help the 2.4 million workers, and in 
my State, 60,000 workers, who need this 
kind of help. 

Our unemployment system has 
worked well for many years, and it 
serves people during economic 
downturns. We are constantly review-
ing the unemployment program to en-
sure that it helps those who have lost 
their jobs through no fault of their 
own. It is a temporary program, and 
now is the time to extend these bene-
fits in a temporary way to help those 
folks who need to be helped. 

Mr. Speaker, I reserve the balance of 
my time. 

Mr. CARDIN. Mr. Speaker, I ask 
unanimous consent to control the time 
of the gentleman from New York (Mr. 
RANGEL). 

The SPEAKER pro tempore. Is there 
objection to the request of the gen-
tleman from Maryland? 

There was no objection.
Mr. CARDIN. Mr. Speaker, I yield 

myself such time as I may consume. 
Mr. Speaker, let me assure the House 

that on the Democratic side of the 
aisle, we are pleased that we have leg-
islation before us that extends the Fed-
eral unemployment compensation for 
an additional 7 months. We think that 
is the right way to move. However, we 
are extremely disappointed that the 
legislation does not include any addi-
tional help for those who have already 
exhausted their unemployment insur-
ance benefits. 

We are very disappointed that over a 
million people who currently are un-
employed, who cannot find employ-
ment, will not be able to get any bene-
fits under this legislation. Few States 
will be able to go beyond the 13 weeks 
of additional Federal unemployment 
insurance benefits because of the trig-
ger mechanism. We believe that the 
legislation before us should include 26 
weeks of unemployment insurance ben-
efits for all those workers who exhaust 
their State unemployment insurance 
funds. 

Let me point out that in prior reces-
sions we have done exactly that. The 
gentlewoman from Washington (Ms. 
DUNN) points out what we have done, 
but it falls far short of what we did in 
the recession in the early 1990s. Despite 
the fact that this recession is much 
deeper than the prior recession, we 
have lost 2.7 million jobs, twice as 
many jobs as in the early 1990s, and 70 
percent more people have exhausted 
their unemployment insurance benefits 
in this recession than in the recession 
in the early 1990s. In the early 1990s, we 
extended benefits for 27 months. Yet in 
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this recession, we have only extended 
benefits for 15 months. In the prior re-
cession, we extended Federal unem-
ployment benefits initially for 26 
weeks, then reduced it to 20 weeks; yet 
the legislation before us maintains 
only 13 weeks of benefits for those who 
are unemployed. 

We have accumulated $21 billion in 
the Federal unemployment trust funds 
just for this purpose. The legislation 
before us is scored at about $6.5 billion. 
If we would extend the benefits to all of 
those who have exhausted benefits and 
provide 26 weeks of Federal unemploy-
ment insurance, it would cost perhaps 
another $3.5 billion, so $10 billion, 
about half the money that is in the 
fund exactly for this purpose. 

Lastly, let me point out that pro-
viding unemployment insurance bene-
fits for those who are unemployed and 
cannot find employment through no 
fault of their own would be the best 
way to stimulate our economy. A little 
later this evening we will be talking 
about a tax bill, supposedly to create 
jobs. If we really want to help our 
economy, let us give the money to 
those people who have to spend it be-
cause they have no other source of in-
come. 

The rule before us denies the oppor-
tunity of Members to offer amend-
ments. That is regrettable. We should 
have had that opportunity. Speaking 
for my side of the aisle, the Democrats 
will use every opportunity we can to 
try to correct this legislation to deal 
with the 1 million people who are being 
left out by the underlying bill. 

Mr. Speaker, I reserve the balance of 
my time. 

Ms. DUNN. Mr. Speaker, I yield 3 
minutes to the gentleman from Penn-
sylvania (Mr. ENGLISH), a very valuable 
member of the Committee on Ways and 
Means. 

Mr. ENGLISH. Mr. Speaker, I must 
say having been in western Pennsyl-
vania, when you have been reading the 
headlines, looking at the economic sta-
tistics, things are indeed bleak out 
there. We are in a recession even if 
many within the Washington beltway 
do not fully recognize it, and that is 
why I rise today to applaud the Com-
mittee on Ways and Means, the gentle-
woman from Washington, and the 
House leadership for recognizing the 
needs of the unemployed in this reces-
sion. 

While we work, apparently in the 
face of partisan opposition, to enact a 
balanced and robust economic growth 
package, we also need to provide imme-
diate help for these displaced workers. 
These are people who would rather 
have a job; but in lieu of a job during 
an economic slowdown, they need these 
benefits. Today’s legislation will main-
tain a safety net for our Nation’s dis-
placed workers by providing up to 26 
weeks of benefits for those who exhaust 
their State benefits. This type of meas-
ure is absolutely critical to move now 
so we make sure that no families fall 
between the cracks. 

However, as we do it, I think we also 
need to recognize as a House that 
maybe the time has come to reassess 
parts of the safety net, look for ways of 
extending it, and that is why I have in-
troduced the Safety Net Extension Act, 
a bill that would not only extend tem-
porary assistance for the unemployed, 
but also enact some permanent reforms 
to the unemployment system. It would 
provide relief for those workers who 
are paying taxes on their unemploy-
ment benefits, many of whom are in 
my district. My bill would look to also 
reauthorization trade adjustment as-
sistance, and I view this package as 
being of a piece. 

Tonight we have an opportunity to 
move forward and extend the unem-
ployment benefits for workers who 
have been laid off, making sure that 
they do not fall between the cracks. 
But in the long haul, I would hope that 
we in the House would come together 
on a bipartisan basis and look for ways 
of enriching those benefits and at the 
same time pass a real stimulus pack-
age that will get the economy back on 
a growth path.

Mr. CARDIN. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, I would point out to the 
gentleman from Pennsylvania (Mr. 
ENGLISH) that under the bill, 78,000 peo-
ple from Pennsylvania will be denied 
any additional benefits. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from New Jersey (Mr. AN-
DREWS). 

(Mr. ANDREWS asked and was given 
permission to revise and extend his re-
marks.) 

Mr. ANDREWS. Mr. Speaker, tomor-
row morning 1 million Americans will 
arise and have no jobs. They will go to 
the front doorstep and pick up the 
newspaper and look at the want ads.

b 1945 

The want ads will be filled with so-
licitations for jobs if you are a nuclear 
engineer or if you are ready to work for 
minimum wage with no benefits. And 
then they will go to their mailbox and 
even though they have no job, they will 
still have their mortgage bill and their 
car insurance bill and their utility bill 
and all the other expenses they need to 
support their families. And they will go 
out for their daily trek to try to find 
work and they will find that for every 
31⁄2 people in America looking for a job, 
there is one job. It is a measure of de-
cency and equity how we treat these 1 
million Americans. 

Before we adjourn for the recess in 
the wee small hours of the morning, 
the majority will no doubt pass signifi-
cant relief for the owners of the compa-
nies that laid off these million people. 
How tragic it is that we will not even 
get the opportunity to address the real 
needs of the 1 million Americans who 
will wake up tomorrow with no job, no 
prospects and no unemployment bene-
fits. Let us measure the decency of this 
House and the capacity for compassion 
in this country by extending unem-

ployment benefits for all the people of 
the country who need them, not simply 
those covered by this bill. Of course we 
will support this bill to help those who 
are helped, but it is a tragedy that we 
are leaving behind 1 million Americans 
who need work. 

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

I want to remind the gentleman from 
New Jersey that, under this bill, 124,250 
of his constituents will receive unem-
ployment coverage. 

Mr. ANDREWS. Mr. Speaker, will the 
gentlewoman yield? 

Ms. DUNN. I yield to the gentleman 
from New Jersey. 

Mr. ANDREWS. Also in this bill, 
51,000 of my constituents will not re-
ceive the extension, either. 

Ms. DUNN. Because they have al-
ready received Federal benefits in the 
past. 

Mr. ANDREWS. If the gentlewoman 
will yield, and they have exhausted 
those benefits and have no benefits 
now. 

Ms. DUNN. Mr. Speaker, I yield 2 
minutes to the gentleman from Illinois 
(Mr. WELLER), a very trusted and good 
member of our committee. 

(Mr. WELLER asked and was given 
permission to revise and extend his re-
marks.) 

Mr. WELLER. Ladies and gentlemen 
of the House, I rise in strong support of 
H.R. 2185. It is simple legislation that 
helps people, a simple, straightforward 
7-month extension of the current Fed-
eral Temporary Extended Unemploy-
ment Compensation program. It is 
going to benefit 2.5 million unem-
ployed, many in Illinois and many in 
the district that I represent. 

I would note that 2.5 million unem-
ployed workers will receive extra help 
through this extension on top of the 5 
million workers who have already re-
ceived Federal extended benefits in 
2002–2003. For those who measure their 
compassion by how much money you 
spend, I would note that this proposal 
before us provides about $7 billion in 
additional extended unemployment 
benefits on top of the $16 billion that 
we provided the States earlier this 
year. 

This is important legislation. My 
State in Illinois has 6.6 percent unem-
ployment. My district, my home coun-
ty, has 12.8 percent unemployment. 
The manufacturing sector in the dis-
trict that I represent is hurting. Many 
of those laid off are employed or used 
to be employed in the manufacturing 
sector. This legislation extending un-
employment benefits combined with 
the economic growth and jobs plan 
that we will be adopting, which de-
serves bipartisan support, would be a 
boost for the manufacturing sector as 
well as the economy in my State of Il-
linois. 

I urge support of this 7-month exten-
sion of unemployment benefits. I urge 
support for the jobs and growth plan 
later on this evening.

Mr. CARDIN. Mr. Speaker, let me 
just point out to my friend from Illi-
nois that 53,000 of his constituents will 
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not be able to get benefits because of 
being excluded from this legislation. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from Florida (Mr. DAVIS). 

Mr. DAVIS of Florida. Mr. Speaker, 
this bill tonight, while a welcome step, 
will leave by the end of the year 2 mil-
lion Americans without the safety net 
that they have contributed to when 
they were employed as far as the unem-
ployment compensation tax, as a part 
of benefits. 

1.4 million Federal workers have al-
ready exhausted their State and Fed-
eral benefits. 685,000 workers will ex-
haust their benefits and be left strand-
ed under this bill, 58,000 in my home 
State of Florida. 

There is a simple reason for this. 
This Congress is refusing to do what 
Democrats and Republicans came to do 
in the early 1990s during the recession 
and that is to add an additional 13 
weeks of coverage after 13 weeks have 
expired from the Federal Government 
on top of 26 weeks of the State. There 
is no defense on the other side of the 
aisle as to why we should not repeat 
what Democrats and Republicans did in 
the 1990s to preserve the safety net. 

Who is being affected out there to-
night by this? There are more than 
three unemployed workers looking for 
every job opening in the country today. 
341,000 people lost their jobs in April. 
The unemployment rate is 6 percent. 
There are 8.8 million people out of 
work right now. One out of every five 
unemployed workers have been out for 
6 months right now. The unemploy-
ment compensation trust fund today 
has $20 billion in it that is designed to 
be used exactly for the benefits the Re-
publicans are refusing to provide to-
night to these people who are looking 
for work. 

And who are these people? The aver-
age unemployed worker has been look-
ing on 29 different occasions trying to 
find a job, 29 potential job openings. 
People over 45 on the average have ap-
plied for 42 different jobs without suc-
cess. Two-thirds of unemployed work-
ers have had to cut back on basic ne-
cessities for their families. One in four 
unemployed workers have lost their 
home. Six in ten unemployed workers 
have spent almost all their savings. 

Is this what you want to be proud of 
tonight? Is this what we are not capa-
ble of addressing tonight? Let us pass 
this bill but only after we adopt the 
benefits that were provided in the 
1990s. 

Ms. DUNN. Mr. Speaker, I yield 1 
minute to the gentleman from Dela-
ware (Mr. CASTLE), a former Governor 
and current valued Member. 

Mr. CASTLE. I thank the gentle-
woman for yielding me this time. 

Mr. Speaker, I also rise in strong sup-
port of H.R. 2185, the Unemployment 
Compensation Amendments. I am 
proud to be an original cosponsor of 
this important measure, and I thank 
Chairman THOMAS and the House lead-
ership for bringing this to the floor. 

Sadly, we have watched many Ameri-
cans become unemployed and struggle 

to find work in today’s economy. 
Today, Congress is taking a much-
needed step in extending unemploy-
ment compensation for our Nation’s 
workers. Figures show the U.S. unem-
ployment rate is at 6 percent, and near-
ly 9 million people are unemployed. 
This legislation provides a safety net 
for men and women who have lost their 
jobs through no fault of their own. 

We must assist workers during these 
times of hardship so they can success-
fully make the transition back to the 
workforce. The legislation before us 
helps accomplish this goal and coupled 
with existing job training and net-
working programs we can return Amer-
icans to the workforce. I urge my col-
leagues to join together in supporting 
this important legislation.

Mr. CARDIN. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tlewoman from Ohio (Mrs. JONES), a 
distinguished member of the Com-
mittee on Ways and Means. 

(Mrs. JONES of Ohio asked and was 
given permission to revise and extend 
her remarks.) 

Mrs. JONES of Ohio. Thank God, Mr. 
Speaker. They finally woke up and de-
cided that we needed to extend unem-
ployment benefits. But they fell short. 
In fact, they have let so many people 
fall off the cliff, I wonder, where is the 
safety net? 

In Ohio, as a result of the proposal 
for unemployment benefits that is 
being presented, 36,500 people will not 
get unemployment benefits. Right now 
in Ohio, since this President took of-
fice, 167,000 people have lost their job. 
In the city of Cleveland, 57,000 people 
have lost their job. 

If you do not believe me about unem-
ployment, let me go to somebody that 
everybody thinks is really great and 
ought to be heard. Let me tell you 
what Mr. Greenspan said about unem-
ployment. He says: 

‘‘Unemployment insurance is essen-
tially restrictive because it’s been our 
perception that we don’t want to cre-
ate incentives for people not to take 
jobs. But when you’re in a period of job 
weakness, where it is not a choice on 
the part of people whether they’re em-
ployed or unemployed, then obviously 
you want to be temporarily generous.’’ 
We ought to be temporarily generous. 

‘‘And I think that’s what we have 
done in the past and it has worked 
well.’’

He goes on to say this: 
‘‘I do, however, argue that we must 

be careful about creating permanent, 
temporary extensions, if I might put it 
that way. And I was suggesting to your 
colleagues that should you be going 
forward in an extension that it is far 
more important to have a short exten-
sion and if necessary just repeat it 
later.’’ But I think this is important. 
‘‘And I think that because it is strin-
gent in normal periods, that one should 
recognize that people who lose jobs not 
because they did anything and can’t 
find new ones, you have a different 
form of problem, which means that you 

have to allow the unemployment sys-
tem to be much broader and, indeed, 
that’s what we need to do.’’

So I say, pay no attention to me, lis-
ten to Mr. Greenspan where he says, 
but when you get into a period where 
jobs are failing, the arguments that 
people are worried about incentives 
should not apply. 

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

I think, to put the comments of Mr. 
Greenspan in context, because he made 
them at the meeting of the Joint Eco-
nomic Committee yesterday, where I 
was present, he said: 

‘‘I have always been of the opinion, 
and stated before this committee pre-
viously, that our unemployment insur-
ance system seems to work rather well. 
It is not overly generous, which would 
induce the type of increased levels of 
structural unemployment which we see 
in other countries which have these 
types of things, these types of struc-
tures. But unemployment insurance is 
essentially restrictive because it’s been 
our perception that we don’t want to 
create incentives for people not to take 
jobs. But when you’re in a period of job 
weakness where it is not a choice on 
the part of the people whether they’re 
unemployed or unemployed, then obvi-
ously you want to be temporarily gen-
erous.’’

And he says, ‘‘If you go forward with 
additional extensions, I would be care-
ful to keep the extensions relatively 
short and renew them again if nec-
essary.’’

That is exactly what we are doing. 
He says, ‘‘Because we’re not quite 

clear at this stage what the path of 
short-term economic activity is. A 
number of major economic forecasters 
have forecasts for the third quarter, 
which is just about in front of us, of 4 
percent growth at an annual rate. And 
that is a relatively long list.’’

Mr. Speaker, I yield 2 minutes to the 
gentleman from New Jersey (Mr. 
LOBIONDO). 

Mr. LOBIONDO. I thank the gentle-
woman from Washington for yielding 
me this time. 

Mr. Speaker, I rise in very strong 
support of H.R. 2185 which will provide 
an additional 13 weeks of unemploy-
ment benefits to workers whose State 
jobless benefits will expire at the end 
of this month. I believe that we need to 
make sure that unemployed workers 
can continue to look for work with a 
degree of security that they can pay 
their bills. This legislation is the right 
way to accomplish this goal. I sup-
ported an extension of unemployment 
benefits in January and at that time 
signaled my belief that we should ex-
tend benefits throughout all of 2003 to 
give the economy time to recover and 
Congress a chance to pass a strong jobs 
and growth package. Tonight, we will 
pass that package, and we will also 
make unemployed workers eligible for 
unemployment benefits through the 
end of the year. 

I would like to thank the gentleman 
from California (Mr. THOMAS), the 
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chairman of the Committee on Ways 
and Means; I would like to thank the 
gentleman from New York (Mr. QUINN), 
a colleague whom I have worked with 
closely to help working men and 
women; and I would like for all of my 
colleagues to think about, as we pre-
pare to go back to our districts to an-
swer to the folks that we represent 
next week, that we think about people 
in the real world, people who are 
around that kitchen table who know 
that they have a problem on their 
hands. This gives us an opportunity to 
say that we have listened, we have rec-
ognized the problem, and we are willing 
to do something about it. People will 
argue maybe that this is not perfect, 
but it is a good step that everyone 
should support, and we should look for 
additional ways to help working men 
and women get through these troubled 
times. 

Mr. CARDIN. Mr. Speaker, let me 
point out to my friend from New Jer-
sey that 51,000 people in his State are 
not going to get benefits because of 
leaving out the extra weeks. 

Mr. Speaker, I yield 3 minutes to the 
gentleman from Washington (Mr. 
MCDERMOTT), a distinguished member 
of the Committee on Ways and Means. 

Mr. MCDERMOTT. Mr. Speaker, wel-
come back to the rubber-stamp Con-
gress. This bill is a statement by the 
President of the United States that he 
does not care about 1 million people. 
He sent the message to his junta here, 
and they run a bill out last night, drop 
it in, never had one single hearing on 
it, will not give us a chance to amend 
it. 

If you gave us an amendment to 
cover those 1 million people, it would 
pass. The people on your side would be 
afraid to go home, having given the 
stiff arm to people who are off benefits. 
But we have to rubber-stamp every-
thing George Bush does. ‘‘I approve of 
everything George Bush does. I will 
leave a million people off the unem-
ployment rolls deliberately.’’ Delib-
erately. It is not an accident. It is not 
as though it just happened to us. 

I got this from the White House. I 
suppose everyone else has theirs. You 
are going to use that again tonight on 
another bill, the tax bill. I have figured 
out what the President is thinking. He 
figured out, ‘‘Well, I’m leaving a mil-
lion people off and then I’m going to 
give this huge tax cut and I’m going to 
create a million jobs. And all those 
people who have been left out, they’re 
going to have a job.’’

b 2000 

Of course they are going to have to 
wait until tax time next year or some-
time. I do not know when all that is 
going to start. 

This is nonsense. You did absolutely 
the minimum you could do and keep a 
straight face and put out your press re-
lease that you did something for unem-
ployment. How you could deliberately 
construct one when you have 70 per-
cent more people running out of bene-

fits now than Bush, Sr., did 10 years 
ago. 

At least he said 27 weeks. He was ex-
pansive. His son is about as tightfisted 
as we are ever going to see towards 
working people. Not to the military. 
Not to nuclear defense and all that 
kind of stuff, but to working people he 
is just saying, hey, folks, I am sorry 
you do not qualify or your State did 
not trigger but tell the kids to kind of 
suck it up. Pull their belt a little bit 
tighter because the rubber stamp Con-
gress of George Bush is out here to-
night. They are waiting at home to see 
what you do. 

If you had been out of work and you 
cannot pay your rent and you cannot 
buy for your kids and you are one of 
those million, you say to your kids, I 
am sorry but the President does not 
care. He has got $20 billion in a fund 
down there, but he will not give us any-
thing. 

How is that going to look in the next 
election? You ought to be thinking 
about that. I guarantee that before we 
leave here you will be back here ex-
tending these benefits again. 

Your idea that people are staying at 
home from work to live off these fancy 
benefits is simply nonsense. Nobody 
who has lost a job stays at home when 
there is a job available. There are not 
enough jobs. 

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

Mr. Speaker, I certainly agree with 
the gentleman from Washington in 
that anybody who cannot find a job 
wants to, which is why we are going to 
pass tonight the Jobs and Growth Rec-
onciliation Tax Act of 2003. 

I do want to also remind the gen-
tleman from Washington that the Con-
gress has been watching over the con-
cerns of States like Washington that 
have been the recipient of many unem-
ployed people, and we have not done 
nothing. The debate tonight makes it 
sound like the Federal Government has 
done nothing. 

In the State of Washington specifi-
cally, we have followed up 30 weeks of 
State benefits that the residents of our 
State are eligible for with 26 weeks of 
federally funded benefits that we 
passed in March, 2002, and extended 
again another 26 weeks in January of 
2003, and then we matched the State 
for 9 total weeks of Federal- and State-
funded benefits. We added on 7 weeks of 
State benefits for aerospace and timber 
workers who are in training programs. 
If we total that all up, it comes to 65 
weeks for all dislocated workers, 98 
weeks for aerospace workers and 72 
weeks for timber workers. 

I think the extension that we are 
going to do today, which for the State 
of Washington would provide 60,000 new 
people with unemployment benefits, is 
the right thing to do. With luck, if we 
play our cards right and the economy 
responds in the way we hope it will, we 
will not need to extend unemployment 
benefits, but if we need to, we will be 
there and do it, as Alan Greenspan 
says, on a temporary basis. 

Mr. Speaker, I yield 4 minutes to the 
gentleman from the State of Oregon 
(Mr. WALDEN) who talks from experi-
ence since he is from the State with 
the highest unemployment. 

Mr. WALDEN of Oregon. Mr. Speak-
er, we are proud of a lot of things in 
the great State of Oregon. Having the 
highest unemployment rate at 8 per-
cent is not among them. 

It is astounding to me to hear some 
of the Members on the other side of the 
aisle talk about unemployment insur-
ance being a great economic producer. 
You are the people who have taken the 
jobs away from the people in Wallowa 
County: unemployment rate, 15.1 per-
cent. It is your policies, yes, it is your 
policies who took away the jobs in 
Crook County: unemployment rate, 11.5 
percent; Grant County, 14 percent. 

I will tell you the policies. Did you 
vote for the Healthy Forests Restora-
tion Act of 2003 the day before yester-
day? Did you? Did you? Did you? No. 
Maybe you voted for it. Did you?

Mr. NEAL of Massachusetts. Mr. 
Speaker, will the gentleman yield? 

Mr. WALDEN of Oregon. I yield to 
the gentleman from Massachusetts. 

Mr. NEAL of Massachusetts. Mr. 
Speaker, what was the unemployment 
rate there 5 years ago or 6 years ago? 

Mr. WALDEN of Oregon. Mr. Speak-
er, worse. Worse. It has been double-
digit rates. I am happy to show the 
numbers. I will get them. 

Some of these counties were ap-
proaching 20 percent unemployment 
because they are surrounded by Fed-
eral forests. Yes, it is hard to believe. 
Yes, you can laugh. Folks in Wallowa 
County are not laughing. We have been 
on 65 weeks of unemployment, 65 
weeks, the highest unemployment in 
the country. If we want to create jobs 
in rural America, and that is what I 
represent, 72,000 square miles. My col-
leagues know my district. It is all of 
eastern Oregon. These are hard-work-
ing people. They are Republicans and 
Democrats. It is not a partisan thing to 
be unemployed. They want real jobs. 

I am going to vote to extend this. 
You bet I am. This district, and I have 
only represented it for 4 years, did not 
enjoy the roaring 1990s of the major 
metropolitan areas. We are a resource-
based district. Agriculture and timber. 
Our forests burn. Our watersheds are 
destroyed. Trees rot because they can-
not go in and cut down the dead trees 
after a fire. We are trying to change 
that. I want healthy watersheds. I want 
healthy forests. They are America’s 
forests. And I want these men and 
women back to work. 

So I plead with my colleagues as we 
extend unemployment, which we must, 
and I have supported it every time, in-
cluding the aerospace extension, to ex-
tend the benefits, but I plead with my 
colleagues, these people want jobs. 
Help us change the policies. When they 
voted no this week on healthy forests, 
they voted to take away their jobs 
again. Please work with us. It is more 
than just a safety net. 
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Mr. HOYER. Mr. Speaker, will the 

gentleman yield? 
Mr. WALDEN of Oregon. I yield to 

the gentleman from Maryland. 
Mr. HOYER. Mr. Speaker, I think the 

gentleman makes a good point, and he 
says work with us. The gentleman re-
calls that you would not allow us 
amendments to that bill so that many 
Democrats would have felt very com-
fortable voting for that bill. So you did 
not work with us. 

Mr. WALDEN of Oregon. Reclaiming, 
first, I am not on the Committee on 
Rules. 

Mr. HOYER. I understand that. I did 
not mean the gentleman personally. 

Mr. WALDEN of Oregon. Second, let 
me suggest that the gentleman’s side 
was given an opportunity to craft a bill 
to create a majority vote on this floor. 
The gentleman from California (Mr. 
GEORGE MILLER) and the gentleman 
from Oregon (Mr. DEFAZIO), whom I 
have worked with on other issues and 
will again, put forward a proposal of 
their free will in writing. They were 
given that opportunity. Many of you 
voted for that. I think it is insufficient. 
It did not prevail. It did not achieve a 
majority. 

But it goes beyond healthy forests. 
The rules and the regulations and the 
laws, I remember when George McGov-
ern left this body and opened a bed and 
breakfast. He wrote a column, and he 
said, ‘‘I wish I had done this before I 
served in the Congress, because I had 
no idea what these rules and regula-
tions and laws do to small business.’’

I have been in small business 16 
years. The bill we are going to vote on 
tonight to increase the ability to ex-
pense and deduct will produce jobs be-
cause companies will have the ability 
to invest in equipment they need. 
Somebody has to make that equip-
ment, and they will. So let us get 
America back to work, and let us ex-
tend benefits as we need to extend 
them, and I will continue to vote to do 
that as I am going to do tonight. 

Mr. CARDIN. Mr. Speaker, I yield 
myself such time as I may consume. 

Let me just point out to my friend 
from Oregon that the Bush Administra-
tion has the worst job record of any ad-
ministration since World War II, losing 
69,000 jobs, whereas the Clinton Admin-
istration has the best, creating over 
half a million jobs.

Mr. Speaker, I yield 31⁄2 minutes to 
the distinguished gentleman from 
Maryland (Mr. HOYER), Democratic 
whip. 

Mr. WALDEN of Oregon. Mr. Speak-
er, will the gentleman yield? 

Mr. HOYER. I yield to the gentleman 
from Oregon. 

Mr. WALDEN of Oregon. Mr. Speak-
er, I would suggest that the job losses 
occurred in my district under the Clin-
ton Administration. I would suggest 
that and I bet I could prove that. The 
gentleman’s numbers are about States 
in total, not looking at rural commu-
nities like the ones I represent. 

Mr. HOYER. Mr. Speaker, reclaiming 
my time, there is no doubt, however, 

that George W. Bush has the worst job 
creation or, better put, the worst job 
loss record of any President. I would 
tell the gentleman from Oregon I do 
not recall his statement, but I recall 
the statements of many of his col-
leagues that stood on this floor in 2001 
and said, if we vote for this $1 trillion 
package, we are going to create jobs, 
the economy is going to boom, and, 
guess what, we can do it within the 
framework of this $5.6 trillion surplus 
which is now, of course, as the gen-
tleman knows well, a $2.7 trillion def-
icit, an $8 trillion turnaround which is 
going to dampen the economy of Or-
egon and our entire country. 

Mr. Speaker, what a difference a 
week makes. I ask the gentleman from 
Oregon (Mr. WALDEN) to listen to this. 

Last week, my colleagues may recall, 
the gentleman from Texas (Mr. 
DELAY), House majority leader, last 
week said in on this floor in regard to 
the much-needed extension of unem-
ployment insurance benefits, what 
they bring here under great pressure 
from Democrats, and that is the only 
reason it is here, and I am going to 
vote for it, the gentleman from Texas 
(Mr. DELAY) said this: 

‘‘I think it is a stretch to say that we 
are at a crisis point, that we have to 
move quickly and not deliberatively on 
this issue.’’

I am sure the people in eastern Or-
egon thought we had better move 
quickly, and the gentleman from Or-
egon (Mr. WALDEN) agrees with that. 
Our Republicans friends finally have 
recognized that last week’s noncrisis, 
which is what their leader said, is this 
week’s emergency for millions of 
American families; and I share the gen-
tleman from Oregon’s (Mr. WALDEN) 
view on the need of those unemployed. 

The Republicans have finally peeked 
out from under their tax-cut blinders 
just long enough to see the harsh re-
ality on Main Street America today, 
that our Nation has the highest unem-
ployment rate in 9 years, that there 
are nearly 9 million unemployed Amer-
icans, that our economy has lost 2.7 
million private sector jobs since Presi-
dent Bush was inaugurated, and that 4 
million jobless Americans will have 
their temporary unemployment bene-
fits completely cut off on May 31 unless 
this Congress acts immediately. 

We asked that they act last week. We 
asked that they act the week before 
that. They have not done so. But their 
political analysts have told them, do 
not go home without at least positively 
affecting some of these people. Even as 
they prepare to shower the most afflu-
ent citizens in America with enormous 
budget-busting, debt-exploding tax 
cuts, the self-proclaimed compas-
sionate conservatives demonstrate 
again that they only have so much 
compassion in their hearts, two-thirds 
to be exact tonight, because 1 million 
people are going to be left on the cut-
ting room floor. 

This GOP bill is most notable for its 
half measures. It will provide only 13 

weeks of additional benefits to workers 
who have exhausted their State bene-
fits, rather than 26 weeks that we 
sought. And for the 1 million unem-
ployed Americans who have already ex-
hausted both their State and Federal 
unemployment benefits, this bill would 
provide zero; nada; nothing; sorry, we 
cannot help. 

I challenge my Republican colleagues 
to go home and tell the jobless con-
stituents in eastern Oregon or anyplace 
else who have exhausted their State 
and Federal benefits that they refuse 
to extend them when they have the op-
portunity tonight now. Do it. Do the 
right thing.

Ms. DUNN. Mr. Speaker, may I in-
quire as to the amount of time that re-
mains for both sides, please? 

The SPEAKER pro tempore. The gen-
tlewoman from Washington (Ms. DUNN) 
has 12 minutes remaining, and the gen-
tleman from Maryland (Mr. CARDIN) 
has 133⁄4 minutes remaining. 

Mr. CARDIN. Mr. Speaker, I yield 2 
minutes to the distinguished gen-
tleman from Massachusetts (Mr. 
NEAL), a member of the Committee on 
Ways and Means. 

Mr. NEAL of Massachusetts. Mr. 
Speaker, I thank the gentleman from 
Maryland (Mr. CARDIN) for yielding me 
this time. 

I say to the gentleman from Oregon 
here, I think there is a fundamental 
difference in the philosophy of these 
two parties, and it is highlighted once 
again this evening. We care about the 
entire American family. What we mean 
by community is a place where nobody 
is to be abandoned and nobody is to be 
left behind. 

But let me give my colleagues a 
quote to follow up on what the gen-
tleman from Maryland (Mr. HOYER) 
said, where the majority leader offered 
another callous comment about the un-
employed. But let me offer a comment 
from another prominent member of the 
Republican leadership as he said, as he 
often is, worked up about this or that, 
hey, this is not a welfare program. 

Talk about callousness? Talk about 
indifference? We are going to vote in 
the wee hours of this morning to give a 
massive tax cut to people who, to their 
everlasting credit, have not even asked 
for it. Those are members of the Amer-
ican family. It has sent shudders 
through Wall Street what they are 
about to do. And every one of the Mem-
bers on this side of the aisle will march 
in, head down, and do what they are 
told once again. 

There are millions of Americans who 
are struggling today, millions of them. 
And I want to vote to help the people 
in Oregon. They deserve it, just like 
the people on the East Coast. Do my 
colleagues know what we call that in 
our democracy? The national principle. 
We come to the assistance of parts of 
this country who need it. 

Let me give the Members some eco-
nomic facts, and they are pretty bleak. 
U.S. unemployment, a 9-year high. It 
was 4.1 percent when the President 
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took office. Now it is 6 percent. The 
number of discouraged workers, and I 
suspect a lot of them live in the gen-
tleman from Oregon’s congressional 
district, who are not even looking for a 
job any longer are at a 20-year high, 2.3 
million jobs lost since 2001. One point 
seven million jobs have been lost since 
the $1.3 trillion 2001 tax cuts took ef-
fect. 

Do we have in this institution amne-
sia? We were told this was a jobs bill 
last year, and I am telling the Members 
watch, 2 o’clock in the morning, head 
down, they will all vote for it again. 
And do the Members know what? Not 
one of them even asked a question. 
That is the embarrassing part about it. 
Seventy-three thousand jobs lost per 
month. 

Mr. Speaker, vote for the Democratic 
alternative on the motion to recommit. 
Give those people in Oregon an oppor-
tunity. Call them members of the 
American family. 

Ms. DUNN. Mr. Speaker, I yield 4 
minutes to the gentleman from Cali-
fornia (Mr. CUNNINGHAM). 

Mr. CUNNINGHAM. Mr. Speaker, I 
looked up and I heard these figures 
come out that this many people are 
going to be left out of this bill. I looked 
up at who is supporting it and where 
the figures are coming from. It is 
called the Center on Budget Priorities, 
an extreme far-left-wing organization 
that is supported by Democrat Social-
ists of America, lodged a progressive 
caucus on its website, supports in-
creased taxes, increased social spend-
ing, bigger wasteful government, sup-
ports union over small business, and I 
could go on. So I think the numbers 
are a little bit misfit. 

In the year 2000, this country was 
going through a recession. The tax re-
lief that was passed according to Alan 
Greenspan and the economists who tes-
tified before the committees said that 
the tax relief shallowed that recession. 
It was growing at about 4.5 percent, 
which is slow, but it was increasing. 
And then we had 9/11. New York City 
alone, $200 billion in reconstruction 
and construction.

b 2015 

That does not include $83 billion in 
lost revenue and the jobs that went 
with it. In all of your districts, think 
about the hotel business, the tourism. 
Hotels in San Diego were at 10 percent 
occupancy. Tourism went down. The 
airlines got hurt. Look what happened 
to the stock market. Then we had 
Enron; then we had WorldCom. 

We produced 58 bills that the other 
body did not pass to stimulate the 
economy. That was under Democratic 
leadership in the other body. Some of 
those bills restored confidence for peo-
ple that lost thousands, in some cases 
millions, of dollars in their retirement 
accounts, and that would have helped 
stimulate the economy as well. But 
that was held up. 

Mr. Speaker, it was said that this is 
the worst jobs President there ever 

was. Let me remind Members of some 
of the facts. 

First of all, on the 1993 tax bill, the 
Democrats will say that no Republican 
voted for it. Let me tell you why. The 
same issues that Democrats demagogue 
on every single day, veterans, Demo-
crats cut COLAs in 1993. You cut the 
COLAs for our military; that was on 
food stamps. You increased the tax on 
Social Security, and in that bill every 
dime was taken out of the Social Secu-
rity trust fund. 

Guess what? You even had a gas tax 
that went into the general fund. We 
changed that when we took the major-
ity and put it into a transportation 
fund. That is where we came up with 
ISTEA for infrastructure control. We 
did away with your 1993 highest tax in-
crease in the history of the United 
States. Then I remember the lady in 
the red dress and the gentleman from 
Missouri said we need middle-class tax 
cuts. Well, you increased the tax on the 
middle-class. 

We decreased those taxes. And not a 
single Clinton budget, not even the 
Blue Dog budget, which had some very 
good points in it during that time 
frame, ever passed the House, ever. Not 
a Clinton budget passed. 

Republicans brought the Clinton 
budget to the House floor to force the 
Democrats to vote on it, it was so bad. 
Do you know how many Democrats 
voted for it? Three, the same amount 
that voted for the First Lady’s health 
care package. 

When you say that President Clinton 
was responsible for the surplus, it just 
ain’t so. 

Now, let us get down to the issue 
that is before us that people left out. I 
have been here for 12 years; and this 
year is the worst partisan attack, from 
our side as well, and a lot of it in reac-
tion. 

I will bet every single Member here, 
except for those in leadership, would 
rather sit down and work together, and 
we can; and we can help the people 
with this bill, instead of the partisan 
attacks. 

Mr. CARDIN. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, let me tell my friend 
from California that if he checks with 
the Department of Labor he will find 
that 150,000 people in his State are not 
going to be covered under this bill who 
are unemployed. 

Mr. Speaker, it is my pleasure to 
yield 2 minutes to the gentlewoman 
from California (Ms. WOOLSEY). 

Ms. WOOLSEY. Mr. Speaker, I thank 
the gentleman for yielding me time. 

Well, it is about time the Republican 
leadership does something about the 
unemployed and something for the un-
employed; but what they offer is too 
little, too late, and it does not cover 
those who have used up their benefits 
but are still not working. 

I would like to remind the gentle-
woman from Washington State that 
unemployed workers cannot find jobs 
when there are not any. I would like to 

respond to the gentleman from Oregon, 
referring to ‘‘our policies,’’ meaning 
the Democrats. Our policies, indeed. 
When Bill Clinton was our President, 
our economy was strong. Not like 
today, when just 3 weeks ago the Labor 
Department reported that new applica-
tions for unemployment insurance hit 
455,000 for the week ending April 19, 
and that number does not even count 
families who have exhausted their ben-
efits and are not working. 

Just listen to one of my constituents. 
He says, ‘‘I have a master’s degree and 
I have not been able to find work. I 
also deal with a chronic illness. I find 
myself applying for food stamps and 
soon will be unable to pay any bills. I 
am not sure I will have a roof over my 
head very soon. A lot of people are hav-
ing a very difficult time. Please, Con-
gresswoman, try to make unemploy-
ment extensions a top priority.’’

That is why I support the Rangel bill, 
H.R. 1652, the Unemployment Benefits 
Extension Act, which would provide 26 
weeks of extended benefits through No-
vember 2003. This bill will provide real 
benefits to all of those workers who are 
in between jobs, not only those who are 
newly unemployed. 

Mr. Speaker, I urge my colleagues to 
oppose this legislation, and I urge the 
Republican leadership to take up H.R. 
1652 so that we can have real unem-
ployment relief.

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

Mr. Speaker, some of these speakers 
on the other side have talked about 
folks who have been covered in the past 
by Federal unemployment insurance, 
but they do not make that point. They 
make it sound as though they never 
have been covered. 

I think it is important to reiterate 
that the Congress in March of 2002 ex-
tended to folks 13 weeks of Federal un-
employment and 26 weeks for high un-
employment States; extended it once 
again in January 2003, 13 weeks for all 
States and 26 weeks for high unemploy-
ment States; extended it again in April 
2003, an additional 26 weeks for airline 
and related industry workers; and that 
many States also have provided for un-
employment benefits. 

Some States have additional benefits 
to help those who have exhausted their 
Federal benefits. For example, States 
have the option to provide 13 weeks of 
extended benefits at a 50/50 State and 
Federal cost share. This is after the 26 
weeks of State and 13/13 weeks of Fed-
eral benefits, where we matched the 
States. 

Additional Federal funds have been 
given to States to provide for unem-
ployment benefits in any way they 
wish. They are done under the Reid 
Act. In March 2002, Congress allocated 
$8 billion to States under the Reid Act. 
States have the flexibility to use this 
money to pay for an additional unem-
ployment benefit if they choose to do 
so. At this time States still have $6 bil-
lion of unused funds under the Reid 
Act. Congress also provided, as I said 
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before, targeted additional benefits to 
airline and related industry sectors. 

So I think it is very, very misleading 
to make it sound like this is the first 
time we have thought of people who 
are unemployed. We have kept very 
close watch over these folks, because 
we feel their pain and we want to make 
sure they are provided with the help 
they need to go out and get jobs. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from the high-unemploy-
ment State of Connecticut (Mr. 
SHAYS).

Mr. SHAYS. Mr. Speaker, I thank the 
gentlewoman for yielding me time. 

Mr. Speaker, I find this debate inter-
esting, because we are debating a bill 
we all, or most all, are going to be sup-
porting, so it is kind of like this is a 
good bill, we are going to vote for it, 
but we want it better or want it dif-
ferently. 

It is a good bill. It is a good bill for 
my State; 75,359 people have benefited. 
We are going to help 37,450 more, for a 
total of 112,809. In terms of dollars 
spent, we have provided $259,231,629. We 
are going to add $142 million, for $401 
million. This is an effort to reach out. 

My colleague from Buffalo, New 
York, has helped push this, along with 
the gentlewoman from Washington 
(Ms. DUNN) and others. We listened to 
our Democratic colleagues who said we 
need to move forward with the bill. It 
seems to me they should be taking 
credit for some of what we are doing. 

Now, I support this legislation be-
cause I think it is important to our 
workers who are out of work; but I also 
support our tax cut, because I think 
that is ultimately how we are going to 
benefit these folks who need a job. 

We are going to increase the child 
tax credit to $1,000, and then phase it 
out for the wealthy. It only is going for 
the families that need it. If you have 
three kids, you get to subtract $3,000 
from the bottom line of your taxes. If 
you are married, you are not going to 
be paying a penalty anymore. 

But my colleagues on the other side 
of the aisle voted against this. We are 
going to reduce the marginal rates to 
help working families. We are going to 
treat dividends like capital gains, and 
also reduce the capital gains rate. 

We are going to get this economy 
moving again, frankly, with or without 
the support of our Democratic col-
leagues. We are going to provide the 
unemployment compensation we need, 
we are going to provide the tax cuts 
that we need, and we are going to get 
this economy moving again.

Mr. CARDIN. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, let me say to my friend 
from Connecticut that the suggestion 
we are making to cover those who are 
unemployed costs less than 1 percent of 
the tax bill we are taking up later. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from Texas (Mr. BELL). 

Mr. BELL. Mr. Speaker, I thank the 
gentleman for yielding me time. 

Mr. Speaker, I rise tonight to talk 
about the need for follow-through and 

about what got us to this point. For 
many weeks now, those of us here on 
the Democratic side of the aisle have 
been talking about jobs, the need for 
an economic stimulus plan that would 
lead to true job creation, the need to 
extend unemployment benefits for 
those who simply cannot find work in 
this lousy economy.

b 2030 
If Members come from a place like 

Houston, Texas, like I do, in a State 
that is facing 6.7 percent unemploy-
ment, the highest unemployment we 
have seen in 10 years, and a city like 
Houston, where more than 2,000 people 
are losing their jobs each and every 
month, we realize that people are des-
perate and that they need a helping 
hand. But for weeks what we continued 
to hear from the other side of the aisle 
was, no, that there would be no further 
extensions. 

Well, now that has suddenly changed; 
and we welcome that change. I know 
that there will be a lot of chest thump-
ing on the other side of the aisle to-
night, that they have now passed an 
unemployment benefit extension, and 
many of us will join with them in that 
vote. 

The problem is follow-through. Be-
cause if you are going to finally be 
brought kicking and screaming to the 
realization that people need a helping 
hand, then at least be willing to give 
them the hand that they need, not a 
plan that leaves 1 million unemployed 
people out in the cold, but provides for 
another 13-week extension for those in-
dividuals; not just another 13-week ex-
tension for the others, but a 26-week 
extension that would provide a real 
window of opportunity for those indi-
viduals to find work. 

If they are finally going to listen to 
us and recognize the need to extend un-
employment insurance benefits, then 
they should have been willing to follow 
through and accept our proposal. I am 
glad they were willing to go part of the 
way, but given the economic situation 
we face in this country, they should 
have been willing to go the rest of the 
way. 

Ms. DUNN. Mr. Speaker, I reserve the 
balance of my time. 

Mr. CARDIN. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tleman from Texas (Mr. GREEN). 

Mr. GREEN of Texas. Mr. Speaker, I 
thank the gentleman for yielding time 
to me, and I thank my colleagues from 
the Committee on Ways and Means for 
allowing me to speak. 

I rise in support of the effort to give 
out-of-work Americans more time to 
find a job before their benefits run out. 
In December of 2000, my hometown of 
Houston had one of the lowest unem-
ployment rates in the Nation, 3.5 per-
cent. The national average then was 
4.2. Today we have unemployment of 
6.7 percent in Houston. That is almost 
double what it was in December of 2000. 
Texas has lost 112,000 jobs since Janu-
ary of 2001. The country as a whole has 
lost over 2.5 million jobs since then. 

Texans want to work, earn a living, 
and make homes for their families, but 
no one can survive for long on an un-
employment check. People do not lose 
their jobs just to collect the unemploy-
ment check. It is almost laughable. It 
is only making the best of a terrible 
situation. 

One hundred thirty-three thousand 
Texans are likely to run out of their 
regular unemployment without finding 
new work. We need to help these work-
ers, and I am glad we are doing so 
today. But many will be left out, even 
as we act today. By the end of this 
month, there will be an estimated 
69,000 Texans who have run out of their 
extended benefits and remain unem-
ployed in this slow economy, even if we 
act today. Another 39,000 Texas work-
ers will run out of benefits this sum-
mer. None of these numbers take into 
account the underemployed and the 
long-term unemployed. 

Mr. Speaker, while I commend the 
leadership of both parties in bringing 
this legislation to the floor today, we 
need to realize it is only a Band-Aid. 
Texans and American workers need an 
extension of unemployment benefits, 
but they would rather have a job. But 
workers see Congress exporting good 
jobs and building up a massive Federal 
debt that slows down the economy and 
will have to be paid for by our children. 

I urge support of the legislation, but 
it is a half a loaf, at best.

Mr. CARDIN. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tleman from Maine (Mr. MICHAUD). 

Mr. MICHAUD. Mr. Speaker, I thank 
the gentleman for yielding time to me. 

I am pleased that the House has 
taken up the extension of the unem-
ployment benefits tonight. The unem-
ployment in my congressional district 
is a glaring 30 percent in the 
Millinocket and East Millinocket labor 
market area, 13 percent in the Calais 
labor market area, 12 percent in the 
Jonesport labor market area, and the 
list goes on and on. Mill after mill are 
either shutting machines down or clos-
ing their doors completely. 

As far as the Statewide unemploy-
ment, it is in the single digits. But as 
far as the northern part of the State, as 
I mentioned, it is over 30 percent in 
some of the labor market areas. It is 
not as if you could drive an hour away 
or so to go to where there is low unem-
ployment. You have to drive about 6 
hours away. 

The aid we deliver tonight is des-
perately needed, but, Mr. Speaker, we 
can do so much more. We should be 
voting on a bill like H.R. 1652, the Ran-
gel bill, of which I am a cosponsor. The 
bill would extend benefits by 26 weeks 
and give an additional 13 weeks for un-
employed workers who have exhausted 
their benefits. 

This would help the 2,700 workers in 
Maine who have exhausted their bene-
fits and who would be left behind, be-
cause this bill would not consider them 
tonight. These are people who are left 
stranded by the economic downturn, 
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jobless through no fault of their own, 
and are desperately looking for work 
but cannot find the work. 

For those who do not know, I have 
worked in a mill, paper mill, over 30 
years in northern Maine. I know what 
it is like to lose your job. These neigh-
bors, they are neighbors of mine, they 
are family, and they are friends. They 
do not want a handout, but, with no 
other recourse, they do need a helping 
hand. 

Until we get this economy moving 
again and providing new jobs, instead 
of the 2 million jobs that we have lost 
over the couple of years, they will need 
this help desperately. But we can do 
much better for my constituents and 
people across this country, so I urge 
that we amend this bill to increase the 
unemployment compensation. 

Ms. DUNN. Mr. Speaker, I reserve the 
balance of my time. 

Mr. CARDIN. Mr. Speaker, it is my 
pleasure to yield 11⁄2 minutes to the 
gentlewoman from Florida (Ms. 
CORRINE BROWN). 

Ms. CORRINE BROWN of Florida. 
Mr. Speaker, this administration 
should be referred to as the administra-
tion of hard knocks. It is simply amaz-
ing that George W. Bush, who has been 
in office for only 2 years after being se-
lected by the Supreme Court, has led 
this country into one of the worst eco-
nomic downturns in our Nation’s his-
tory; 2 years, selected by the Supreme 
Court, and he has led this country into 
one of the worst economic downturns 
in the Nation’s history. We have lost 
over 2 million jobs in the last 2 years 
and as many as 500,000 jobs in the last 
3 months alone. 

The only answer the Republicans 
have to our economic problems is tax 
cuts, tax cuts, and more tax cuts. This 
is supposed to be the People’s House, 
not a House that just represents the 
country club buddies of the Republican 
Party. 

On this weekend before Memorial 
Day we have an unemployment pack-
age before the House, and once again 
the Republican Party is playing poli-
tics with the American people. They 
again block the Democratic proposal, 
which would have given workers an ad-
ditional 13 weeks to find a job in these 
difficult markets. 

Watch out, Republicans. They can 
fool some of the people some of the 
time, but they cannot fool all of the 
people all of the time. The 1 million 
people left out in the cold are paying 
attention and will remember them on 
Election Day.

Ms. DUNN. Mr. Speaker, I yield 1 
minute to the very valued member of 
the House of Representatives, the gen-
tleman from New York (Mr. QUINN). 

Mr. QUINN. Mr. Speaker, I want to 
thank the gentlewoman from Wash-
ington for yielding time to me. I also 
want to thank the gentlewoman for her 
work on this unemployment extension. 

Many times I find myself at odds 
with the Republican Party, my party, 
when it comes to unemployment bene-

fits for the working families across this 
country. But tonight we are not trying 
to fool any of the people any of the 
time. Tonight we are being very 
straightforward. Tonight what we are 
trying to do is to make sure that the 
working men and women and families 
of this country understand that the Re-
publican Party understands their 
needs. 

I am happy to support this bill to-
night, as I think most Members on 
both sides of the aisle will. I want to 
thank our leadership of the Republican 
Party for taking this up and allowing 
many of us who feel that we need to 
have a voice for working families in 
the country make that voice heard. 

I want to make certain that our 
Members understand that it is an op-
portunity for us to help working fami-
lies. I am proud to say that we are 
going to do that very straightforwardly 
in a very clean bill, unattached to any-
thing else, up or down, yes or no. 

Mr. CARDIN. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, we would give the gen-
tleman a chance to help the 103,000 peo-
ple who are currently not covered by 
the bill in New York. 

Mr. Speaker, I yield 1 minute to the 
gentleman from New York (Mr. EMAN-
UEL). 

Mr. EMANUEL. Mr. Speaker, in Illi-
nois we have unemployment now of 6.7 
percent; 17,000 workers have lost their 
job in the last 6 months; 2.5 million 
Americans have lost their jobs in the 
last 2 years; and 2 million of those jobs 
are manufacturing jobs. 

One gentleman brought up the statis-
tics and said that the statistics, and we 
are talking about the 1 million people 
who are left out, they were put out by 
the Center for Budget Priorities. In 
fact, the Department of Labor also rec-
ognized that 1 million people would not 
be covered by this unemployment in-
surance. 

The fact is, I believe people on both 
sides are going to support this because 
people on both sides believe that people 
are hurt and need support. But this is 
an itsy-bitsy unemployment insurance 
program, when we can cover another 1 
million people. That is how some peo-
ple refer to the $350 billion tax cut. In 
my view, this is an itsy-bitsy unem-
ployment tax cut. 

We can do more because we are able 
to do more. We should not make that 
choice, that if you are unemployed you 
cannot get unemployment insurance. I 
believe that is the value we want to 
put in place. Although a number of us 
will support this, we can do better than 
the economic plan envisioned here.

Ms. DUNN. Mr. Speaker, I yield 2 
minutes to the gentleman from Penn-
sylvania (Mr. PETERSON), from one of 
those high unemployment States. 

Mr. PETERSON of Pennsylvania. Mr. 
Speaker, I would like to commend the 
Committee on Ways and Means and the 
gentlewoman from Washington (Ms. 
DUNN) for her leadership on this issue. 

I come from western Pennsylvania, 
which has been struggling with high 

unemployment. We have had many 
plant closings, a very difficult time. I 
believe this committee and this Con-
gress has been meeting these issues 
head on and appropriately. 

Why do we have the high unemploy-
ment? I hear today we are laying 
blame. If we are laying blame, I men-
tion where I think the blame lies. Sep-
tember 11 shook the economy of this 
country. Why did we have 9/11? We had 
two embassies blown up. What did we 
do about the terror? Nothing. We had a 
barracks blown up, and several hundred 
of the Marines killed. What did we do 
about the terror? Nothing. We had the 
side of a ship blown up. What did we do 
about that terror? Nothing. We had an 
attempt to blow up the towers in New 
York before 9/11. What did we do? Blow 
up a baby milk factory. 

We have an energy issue in this coun-
try that the last administration ig-
nored. Every time we have had energy 
spikes in this country, our economy 
has gone down. Because we do not have 
adequate energy supply in this coun-
try, and when we do not have ample 
supply of all energies, we have spikes 
in prices. 

We have been unwilling to have an 
energy policy. We have moved to all-
natural gas for power generation. This 
very day we have gas prices that are 
going to hurt this economy in the year 
ahead because they are the highest 
they have ever been, and our storage is 
the lowest. 

Yes, a lack of fighting terror years 
ago in the last administration, lack of 
an energy policy in the last adminis-
tration, is the reason. Unemployment 
does not happen in a year. Those things 
happen over years of not taking care of 
business. 

I just wanted to share my thoughts of 
where the blame ought to be. 

Mr. CARDIN. Mr. Speaker, I yield 
myself the balance of my time. 

The SPEAKER pro tempore (Mr. 
HASTINGS of Washington). The gen-
tleman from Maryland (Mr. CARDIN) is 
recognized for 45 seconds. 

Mr. CARDIN. Mr. Speaker, as I said 
at the beginning of this debate, we wel-
come the opportunity of having an un-
employment compensation bill on the 
floor. It is important that we enact leg-
islation tonight that will help those 
people who are unemployed. 

I can assure Members the Democrats 
want to join in that effort. We will 
offer an opportunity under the Rules so 
we can extend those benefits to all the 
people that are being trapped that are 
entitled to unemployment through 
their employment paying into the 
fund, so we do not leave 1 million peo-
ple behind. 

We would urge Members to support 
our motion, which will allow the 7-
month extension for those who have 
exhausted the State benefits and also 
include those who have exhausted their 
13 weeks. 

Ms. DUNN. Mr. Speaker, I yield my-
self such time as I may consume. 

I would like to do a comparison be-
tween the bill that we are talking 
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about on the floor tonight and the bill 
that the Democrats have often brought 
up as being a better bill. 

The Democrat plan is not targeted. It 
guarantees 26 weeks of benefits, regard-
less of local economic conditions in a 
State. Our bill is targeted. It provides 
immediately 13 weeks of Federal as-
sistance to those who need it now, and 
it targets additional benefits to States 
that have high unemployment rates. 

The Democrat plan is too long in du-
ration. That plan would extend the pro-
gram through October, 2004. We might 
be out of this recession by October of 
2004. Our goal is to create jobs. We are 
enacting tax relief for all Americans 
that will give our economy an imme-
diate boost and create new jobs. 

Our bill continues the unemployment 
benefits through December, 2003, with a 
phase-out through March, 2004. That 
means Congress can come back, as we 
have consistently done in the past, and 
review the economic conditions at that 
time and decide if we need to extend 
unemployment benefits.

b 2045 

Also, in the growth bill, in addition 
to these unemployment extension ben-
efits, we will provide $20 billion of Fed-
eral assistance to States in the jobs 
and growth package. This is a good 
solid unemployment package. It should 
pass.

Mr. SIMMONS. Mr. Speaker, I rise today in 
support of H.R. 2185, the ‘‘Unemployed Com-
pensation Amendments of 2003.’’ I am proud 
to be an original sponsor of a measure so im-
portant to my home State of Connecticut. 

Despite the fact that this Congress has 
passed several extensions for unemployment 
benefits, there are still millions of displaced 
workers who, of no fault of their own, are un-
able to find employment. This Congress—led 
by my colleague JENNIFER DUNN—recognizes 
this and has put forth a bill that will once again 
provide a lift to those who are still feeling the 
impact of September 11 on the economy. 

Nowhere is this bill more important than in 
my home State of Connecticut. Unemployment 
benefit claims in Connecticut are up 7 percent 
from this month last year. 

Thousands of Connecticut’s working men 
and women need more assistance. For these 
reasons, it is imperative for Congress to act 
now and extend the unemployment insurance 
program to help those who are still looking for 
jobs. 

H.R. 2185 will go a long way toward helping 
Connecticut’s economy recover and ensure 
our workers economic security as they seek to 
rejoin the workforce. 

On behalf of those more than 112,000 work-
ing men and women in Connecticut who will 
benefit from an unemployment extension, I 
ask that all Members of Congress support this 
bill.

Mr. BLUMENAUER. Mr. Speaker, Oregon’s 
highest unemployment rate in the Nation gives 
me more than 139,800 reasons to be con-
cerned. This extension is one of the most im-
portant things we can do to help people in my 
State. It is ironic that the bill to extend these 
benefits is being debated on the same day as 
we are poised to pass a massive tax cut. The 
contrast between the economic effect of the 

two pieces of legislation and the people they 
benefit are stark. Each new dollar in the un-
employment benefits program quickly boosts 
the economy by $1.73, while the cut in divi-
dend taxes enriches the economy by only 9 
cents per dollar. Republican leadership prior-
ities are made clear when it takes an extraor-
dinary effort to extend $6.5 billion in benefits 
for those struggling to find work, while approv-
ing $350 billion—sure to be a trillion dollars if 
the authors of the tax cut have their way—in 
tax cuts that, in large part, benefit the wealthi-
est and worsen our ever spiraling national def-
icit. 

After fighting for this extension for months 
I’m pleased we will pass this legislation before 
benefits expire this weekend, but it is once 
again, too little too late. What about the thou-
sands of Oregonians who have had their ben-
efits lapse? They will not be eligible for any 
benefits under this legislation. The Democratic 
substitute, which will not be allowed under the 
restrictive rule for debate today, would have 
assisted these workers. Our amendment 
would also have helped states improve cov-
erage of low-wage earners and part-time 
workers, who pay unemployment taxes but 
often fail to qualify for benefits upon losing 
their jobs. Unfortunately, we will not even be 
able to debate this proposal today, instead 
forced to vote for half a solution. I hope we 
can reach the point where the House appre-
ciates that unemployment benefits are too crit-
ical to be political cannon fodder. Unemployed 
Oregonians struggling to provide for their fami-
lies deserve better.

Mr. STARK. Mr. Speaker, I rise today to 
support H.R. 2185, the Unemployment Com-
pensation Amendment of 2003, but I must 
also highlight that this bill is an inadequate re-
sponse to the plight of those without jobs. 

Although the economic policies of the Bush 
administration and the Republican Congress 
have led to the loss of 2.7 million jobs, my Re-
publican colleagues continue to do the abso-
lute minimum to help those out-of-work Ameri-
cans. H.R. 2185 reauthorizes 13 weeks of 
emergency benefits for individuals who have 
exhausted their regular unemployment bene-
fits, but it ignores many others who are unem-
ployed. 

This legislation does not help the 1.1 million 
Americans who have already exhausted their 
emergency unemployment benefits and still 
cannot find work. With three unemployed 
workers for every job opening in America, the 
prospect of these long term unemployed work-
ers finding a job are gloomy at best. They 
need help, but they’re left out in the cold 
under this bill. 

Another inadequacy of H.R. 2185 is that it 
only provides 13 weeks of additional emer-
gency unemployment benefits after bene-
ficiaries have exhausted their 26 weeks of reg-
ular unemployment benefits. A 13-week emer-
gency unemployment benefit extension is sim-
ply inadequate because the number of work-
ers who have been unemployed for more than 
6 months has more than tripled over the last 
three years—up from 596,000 in April 2000 to 
1.9 million in April 2003. 

Finally, the Republican legislation fails to 
modernize the Unemployment Insurance pro-
gram and adjust the definition of a high unem-
ployment State, so that beneficiaries in States 
marred in deep recessions can access an ad-
ditional 7 weeks of emergency unemployment 
benefits. Those 7 weeks of emergency unem-

ployment benefits would be in addition to the 
current 13 weeks those unemployed workers 
can receive under current law. Because of the 
Republican bill’s failure to change this defini-
tion, only 5 to 6 States qualify as high unem-
ployment States and some funds designated 
for emergency benefits to high unemployment 
States are currently sitting unused in a federal 
trust fund. 

If the Republicans really wanted to help 
hard-working average Americans, they could 
have begun by passing the Democratic alter-
native plan. Our plan really helps those who 
are without jobs. The Democratic plan adds 26 
weeks of emergency unemployment benefits 
for individuals who exhaust their regular un-
employment benefits and provides an addi-
tional 13 weeks for those workers who have 
already exhausted their emergency unemploy-
ment benefits. In addition, the Democratic plan 
modernizes the Unemployment Insurance pro-
gram by lowering the rate of unemployment a 
state must have before it is designated a high 
unemployment State. This change would allow 
unemployed workers in 15 States get the addi-
tional 7 weeks of emergency unemployment 
benefits. 

I will support this legislation today because 
it does help many unemployed Americans. 
But, Congress needs to do more to help all 
unemployed Americans survive this recession.

Mr. QUINN. Mr. Speaker, I thank the 
gentlelady from Washington Ms. DUNN for her 
work on this vital legislation. 

Mr. Speaker, I rise today in strong support 
of H.R. 2185. I applaud the efforts of Chair-
man THOMAS and Majority Whip BLUNT for 
making good on their commitment to address 
this issue and ensure that unemployed Ameri-
cans will be able to get through the Memorial 
Day holiday without having to worry about 
their benefits expiring on May 31. 

H.R. 2185 would extend the Federal unem-
ployment compensation program through the 
end of this year—relieving Congress of having 
to continue to revisit this issue while the econ-
omy begins to rebound. 

This extension will provide relief for about 
2.5 million unemployed workers. 

It allows for 13 weeks of federally funded 
benefits—as well as an additional 13 weeks 
for residents of high unemployment States. 

This relief will be a tremendous boost to 
Americans still actively seeking employment. 

Again, I thank my colleagues for their hard 
work on this issue.

Mr. BACA. Mr. Speaker, since January 
2001, 2.7 million people have been put out of 
work and my colleagues on the other side of 
the aisle are doing nothing to change it. H.R. 
2185 is an unemployment package that will 
not help our Nation’s economy or our Nation’s 
unemployed. 

In just the last 3 months, nearly one half 
million people have lost their jobs. Our unem-
ployment rate is at an astounding 6 percent. 
That is the highest unemployment rate we 
have experienced in 10 years. And in re-
sponse to this, all the Republicans can do is 
extend unemployment benefits for merely 13 
weeks. 13 weeks. This is intolerable. 

We need legislation that is going to stimu-
late growth and create jobs. We need to invest 
in research and technology to try to get this 
economy moving. We need to find realistic so-
lutions that help the working and unemployed 
people of this Nation—not merely the wealthi-
est 5 percent. 
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We need to help the people that have been 

out of work for more than 6 months or more 
because this job market simply has nothing to 
offer. By the end of this month, it is estimated 
that well over 1 million people will have ex-
hausted both State and Federal unemploy-
ment benefits without finding jobs. 

As Democrats, we want to start passing leg-
islation that creates jobs. We want to make 
sure that the unemployed have benefits. We 
want to make sure that people can feed their 
families and clothe their children. But the Re-
publicans simply will not let us do it. Under our 
plan, we would strengthen unemployment ben-
efits offering a permanent solution not merely 
temporary aid. Research shows that each dol-
lar dedicated to strengthening unemployment 
benefits would boost the economy by one dol-
lar and seventy-three cents. But the Repub-
licans have closed their door on this plan and 
will never let it reach the House floor. This is 
a tragedy. 

I am tired of temporary solutions. We need 
to fix this problem and make sure that the 
hard working people of this Nation get the 
help that they need.

Mrs. MCCARTHY of New York. Mr. Speak-
er, I rise is support of H.R. 2185, Extend Tem-
porary Unemployment Benefits Act. This bill 
guarantees at least 13 weeks of unemploy-
ment benefits for jobless workers who are 
about to exhaust their original 26 weeks of 
benefits. Extending unemployment insurance 
is not only compassionate; it makes good eco-
nomic sense because it stimulates the econ-
omy. For every dollar of unemployment insur-
ance given to individuals, $1.73 is generated 
in the economy, the greatest of any spending 
initiative or tax cut. 

Over the past 21⁄2 years, more than 2.6 mil-
lion Americans have lost their jobs, and the 
total number of unemployed, 8.8 million, is the 
highest in a decade. In New York State, we 
have seen 175,000 people lose their jobs over 
this same period of time. Without this exten-
sion, many of these workers would lose their 
insurance in the next few months. 

Today’s legislation is a step in the right di-
rection. While it helps those who have not ex-
hausted their benefits, it is my hope we con-
tinue to finds ways to help those whose bene-
fits have completely expired and are facing dif-
ficult times. Families need real help, not empty 
promises. 

I look forward to President Bush signing this 
legislation into law.

Mr. CASTLE. Mr. Speaker, I rise today in 
strong support of H.R. 2185, the ‘‘Unemploy-
ment Compensation Amendments.’’ I am 
proud to be an original cosponsor of this im-
portant measure and I thank Chairman THOM-
AS and the House leadership for bringing this 
to the floor. 

Sadly, we have watched many Americans 
become unemployed and struggle to find wok 
in today’s economy. Today, Congress is taking 
a much needed step in extending unemploy-
ment compensation for our Nation’s workers. 
Figures show the U.S. unemployment rate is 
at 6 percent and nearly 9 million people are 
unemployed. This legislation provides a safety 
net for men and women who have lost their 
jobs through no fault of their own. 

We must assist workers during these times 
of hardship so they can successfully make the 
transition back to the workforce. The legisla-
tion before us helps accomplish this goal and 
coupled with existing job training and net-

working programs we can return Americans to 
the workforce. I urge my colleagues to join me 
in supporting this important legislation.

Mr. LAHOOD. Mr. Speaker, I rise today in 
support of H.R. 2185, legislation that will allow 
unemployed workers to receive 13 weeks of 
additional Federal unemployment benefits. 
This legislation also provides an additional 13 
weeks for workers who live in States with high 
unemployment rates. Congress previously 
passed an extension of benefits in December, 
and I urge my colleagues to once again sup-
port this important legislation. 

Approximately 300,000 unemployed workers 
will exhaust their benefits each month without 
this extension. While I think we all agree that 
unemployment compensation should be a 
temporary benefit, I do not believe that our 
economy is currently strong enough to phase 
out the extension we passed in December. 
With the unemployment rate at 6 percent and 
an estimated 2 million unemployed workers 
predicted to exhaust their benefits between 
June and November, families need this benefit 
to simply make ends meet and keep their 
homes. 

Many of my own constituents in central Illi-
nois, despite their hard work and persistence, 
cannot find suitable work. In Illinois, over 
100,000 unemployed workers are likely to ex-
haust their benefits over the next 6 months. 
This legislation will help to sustain these fami-
lies until they can once again become self-suf-
ficient. Additionally, it will provide even more 
benefits to unemployed workers in States in a 
worse position than Illinois, such as Wash-
ington and Oregon. 

It is important that we pass this legislation 
today and avoid a possible disruption in bene-
fits. While Congress is doing its part to ensure 
that our economy improves, we should not ig-
nore those who are struggling. Once again, I 
urge my colleagues to support this important 
legislation.

Ms. MILLENDER-MCDONALD. Mr. Speaker, 
today I come before you to talk about how 
much unemployed Americans across the 
country will be affected when the Temporary 
Extended Unemployment Compensation Act of 
2002, TEUC, runs out at the end of this 
month. We all know how severely the current 
economic downturn has impacted not only our 
districts, but our States overall. In my own 
State of California, the unemployment rate 
was 6.7 percent in 2002, while the Nation’s 
unemployment rate for the same time period 
was 5.8 percent. California had 1.2 million un-
employed residents in 2002, leaving it tied for 
46th place with the worst unemployment rank-
ing among the 50 States and the District of 
Columbia. As of March 2003, the State’s un-
employment rate had risen to 6.8 percent, 
which remains higher than the national aver-
age of 5.8 percent. 

With our country’s ongoing economic uncer-
tainty, it is incumbent upon us to provide all 
methods of support to citizens who are 
searching for work nationwide. 

With upward of 2.7 million private sector 
jobs lost during the past 2 years in contrast to 
1.3 million private sector jobs disappearing in 
the early 1990s, we must clearly provide all 
available resources to unemployed Americans. 

If we do not act quickly, some 80,000 Amer-
icans who are out of work will be unable to re-
ceive extended unemployment benefits each 
week unless we act and extend the current 
Temporary Extended Unemployment Com-

pensation Program. If we delay further action, 
as of June 1 up to 2 million unemployed work-
ers could be denied extended benefits over 
the next 6 months. This is on top of the 1 mil-
lion out-of-work Americans who have already 
exhausted their Federal extended benefits. 

Given that our economy was declared to be 
in recession as of March 2001, and with the 
additional decline caused by the events of 
September 11, more people are losing their 
jobs, and experience difficulty finding other 
work in order to sustain their families and 
themselves. We are facing new, unprece-
dented economic challenges, and the assist-
ance we offer to those who are unemployed 
must meet their needs. An extended benefits 
program was made available to the unem-
ployed for 27 months during the recession of 
the early 1990s, and unemployed workers re-
ceived from 20 to 26 weeks’ worth of benefits. 
Now, the extended benefits program is sched-
uled to expire after only 15 months, and it of-
fers only 13 weeks of benefits in a select num-
ber of States. We spent $28.5 billion to help 
unemployed workers a decade ago, as op-
posed to spending $16 billion on extended 
benefits for the unemployed today. 

The statistics we face regarding unemploy-
ment today are grim. The Department of La-
bor’s Job Openings and Labor Turnover report 
indicates that there are now more than three 
unemployed workers for every job opening. 
Many individuals and families rely solely on 
unemployment benefits to support themselves. 
With the average length of unemployment now 
stretching out to 19.6 weeks, we are facing a 
20-year high in terms of the numbers of Amer-
icans who are seeking employment. At this 
time, the percentage of people who have ex-
hausted their standard unemployment benefits 
stands at 43 percent over the past several 
months, which is a record high. Compounding 
that fact, the number of long-term unemployed 
individuals out of work for more than 6 months 
has tripled over the last 3 years from 596,000 
in 2000 to 1.9 million as of last month. 

We are facing sobering statistics in a dif-
ficult economic climate, and tough choices 
must be made. As we move forward in making 
decisions, let us be mindful of the women, 
men and children who are in greatest need at 
this time.

Ms. DUNN. Mr. Speaker, I yield back 
the balance of my time. 

The SPEAKER pro tempore (Mr. 
HASTINGS of Washington). All time for 
debate has expired. 

The bill is considered read for amend-
ment. 

Pursuant to House Resolution 248, 
the previous question is ordered on the 
bill. 

The question is on engrossment and 
third reading of the bill. 

The bill was ordered to be engrossed 
and read a third time, and was read the 
third time.
MOTION TO RECOMMIT OFFERED BY MR. CARDIN 
Mr. CARDIN. Mr. Speaker, I offer a 

motion to recommit. 
The SPEAKER pro tempore. Is the 

gentleman opposed to the bill? 
Mr. CARDIN. Yes, in its present 

form, Mr. Speaker. 
The SPEAKER pro tempore. The 

Clerk will report the motion to recom-
mit. 

The Clerk read as follows:
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Mr. CARDIN moves to recommit the 

bill, H.R. 2185, to the Committee on 
Ways and Means with instructions that 
the Committee report the same back to 
the House forthwith with the following 
amendment: 

At the end of the bill, add the fol-
lowing: 
SEC. 3. ENTITLEMENT TO ADDITIONAL WEEKS OF 

TEMPORARY EXTENDED UNEMPLOY-
MENT COMPENSATION. 

(a) WEEKS OF TEUC AMOUNTS.—Paragraph 
(1) of section 203(b) of the Temporary Ex-
tended Unemployment Compensation Act of 
2002 (Public Law 107–147; 116 Stat. 28) is 
amended to read as follows: 

‘‘(1) IN GENERAL.—The amount established 
in an account under subsection (a) shall be 
equal to 26 times the individual’s weekly 
benefit amount for the benefit year.’’. 

(b) WEEKS OF TEUC–X AMOUNTS.—Section 
203(c)(1) of the Temporary Extended Unem-
ployment Compensation Act of 2002 (Public 
Law 107–147; 116 Stat. 28) is amended by 
striking ‘‘an amount equal to the amount 
originally established in such account (as de-
termined under subsection (b)(1))’’ and in-
serting ‘‘7 times the individual’s weekly ben-
efit amount for the benefit year’’. 

(c) EFFECTIVE DATE.—The amendments 
made by this section—

(1) shall take effect as if included in the 
enactment of the Temporary Extended Un-
employment Compensation Act of 2002; but 

(2) shall apply only with respect to weeks 
of unemployment beginning on or after the 
date of enactment this Act.

Mr. CARDIN (during the reading). 
Mr. Speaker, I ask unanimous consent 
the motion be considered as read and 
printed in the RECORD. 

The SPEAKER pro tempore. Is there 
objection to the request of the gen-
tleman from Maryland? 

There was no objection. 
The SPEAKER pro tempore. The gen-

tleman from Maryland (Mr. CARDIN) is 
recognized for 5 minutes. 

Mr. CARDIN. Mr. Speaker, as I have 
indicated during the debate on the bill, 
the bill before us does extend unem-
ployment insurance benefits for 7 
months. I agree with the gentlewoman 
from Washington (Ms. DUNN) that a 7-
month extension of the unemployment 
insurance benefits at this time is the 
appropriate length of time for us to ex-
tend unemployment insurance benefits. 

We hope that during this period of 
time our economy will rebound; and if 
not, then we will have to revisit it 
again, but the length of time is the 
right period, and we have no objection 
to that. 

Our objection is that we are not cov-
ering all the people who need to be 
helped. As I pointed out, in the reces-
sion in the 1990s when the loss of em-
ployment was less severe than the loss 
of employment in this recession, with 
the number of people who exhausted 
their Federal unemployment insurance 
benefits was less than under the cur-
rent recession, we extended benefits for 
26 weeks. We have the money in the un-
employment insurance trust fund in 
order to do this. We have the money in 
the account, $21 billion. This will add a 
little over $3 billion. 

Mr. Speaker, the distinguished chair-
man of the Committee on Ways and 

Means just filed the conference report 
on the Growth Tax Bill that I assume 
we will be taking up later this evening. 
That conference report will incur $350 
billion of additional outlays. The 
amendment I have before you is less 
than 1 percent, less than 1 percent of 
the conference report on the tax bill. It 
affects 1 million people; 1 million peo-
ple are affected by this motion. The 
adoption of this motion to recommit 
will not delay this bill 1 minute. We 
will still vote on it and pass it tonight. 
It is our opportunity to speak to what 
is the right policy, the right policy for 
those people who are unemployed; the 
right policy for what we have done in 
previous recessions; the right policy to 
help our economy, because we know 
these people need the money and will 
spend the money. 

It is the right policy. I urge my col-
leagues to take advantage of this op-
portunity so that we cannot only take 
care of the 2 million people who are es-
timated to exhaust their State unem-
ployment insurance benefits during the 
next 6 to 7 months, but we can help the 
1 million people who are looking for 
jobs and cannot find jobs. 

We have heard from these people in 
our communities. For every three peo-
ple that are seeking a job, there is only 
one job available in the community, 
through no fault of their own. The 
least we can do is try to help them, and 
we can tonight by your vote on this 
motion to recommit. I urge my col-
leagues to support the motion. 

Mr. Speaker, I yield back the balance 
of my time. 

Mr. THOMAS. Mr. Speaker, I rise in 
opposition to the motion to recommit. 

The SPEAKER pro tempore. The gen-
tleman from California (Mr. THOMAS) is 
recognized for 5 minutes. 

Mr. THOMAS. Mr. Speaker, first of 
all, I want to compliment the gentle-
men from Maryland (Mr. CARDIN). He 
has written a motion to recommit that 
is real. 

We have seen many, many of these 
motions to recommit, and I am forced 
to point out the language that prefaces 
the specifics is not really genuine be-
cause they use the word ‘‘promptly’’ 
which kills the bill; and therefore, any-
thing that they say they want simply 
is not so. And I rise to compliment him 
because in my usual examining of mo-
tions to recommit, he has got ‘‘forth-
with.’’ That is real. That means if we 
decide to do this, it comes back imme-
diately and the bill is changed. That is 
usually what the motion to recommit 
is about. 

That is one of the reasons that Re-
publicans, when we became the major-
ity, decided to make sure that the mi-
nority would always have, would al-
ways have the right to recommit, not 
at the pleasure of the majority as was 
the case when we were in the minority, 
but guaranteed so that they could offer 
their alternative; and what we have 
seen all too often is a political stunt. 

This is not a political stunt because 
it is clear with the language ‘‘forth-

with’’ that they would like to have 
what this motion to recommit does. 
The gentleman said that we will soon 
be considering a growth plan, and I ap-
preciate his use of that term because 
we hope that is exactly what it does. Of 
course, it is kind of a piker in terms of 
growth compared to what is offered in 
the motion to recommit. 

It turns out that under the Demo-
crat’s plan, although it is not quite 
perpetual motion it comes darn close, 
someone can work for 20 weeks and 
then they can get 26 weeks of regular 
State unemployment. Then they can 
get another 26 weeks of temporary ex-
tended that will be provided to every 
State under the motion. Seven addi-
tional weeks in a high-unemployment 
State and then 13 additional 
permanents. That is 72 weeks. That is 
17 months for 20 weeks’ work. 

If this motion to recommit passes, 
the growth plan that we will soon be 
considering, notwithstanding the fact 
that there may be a job, will create a 
real temptation for many people to 
take a look at this growth plan for un-
employment that the Democrats offer 
and say 20 weeks of work for 17 months 
of unemployment is a really, really 
good deal. 

We believe that we have to have a 
structure that deals with the under-
lying problem. We believe the bill that 
we have presented does. It is possible 
to create a structure which is, in fact, 
virtually self-defeating. I believe this 
motion to recommit comes awfully 
close. And I would ask my colleagues 
to oppose the motion to recommit. 
Vote for the underlying bill. Move that 
bill off the floor so that prior to this 
break everyone knows we wanted to 
make sure that we had a continuous, 
uninterrupted opportunity so that 
those who are seeking employment can 
have assistance to do so.

Mr. Speaker, I yield back the balance 
of my time. 

The SPEAKER pro tempore. Without 
objection, the previous question is or-
dered on the motion to recommit. 

There was no objection. 
The SPEAKER pro tempore. The 

question is on the motion to recommit. 
The question was taken; and the 

Speaker pro tempore announced that 
the noes appeared to have it. 

Mr. CARDIN. Mr. Speaker, I object to 
the vote on the ground that a quorum 
is not present and make the point of 
order that a quorum is not present. 

The SPEAKER pro tempore. Evi-
dently a quorum is not present. 

The Sergeant at Arms will notify ab-
sent Members. 

This is a 15-minute vote to be fol-
lowed by a 5-minute vote on passage. 

The vote was taken by electronic de-
vice, and there were—yeas 205, nays 
222, not voting 7, as follows:

[Roll No. 222] 

YEAS—205

Abercrombie 
Ackerman 
Alexander 

Allen 
Andrews 
Baca 

Baird 
Baldwin 
Ballance 
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Becerra 
Bell 
Berkley 
Berry 
Bishop (GA) 
Bishop (NY) 
Blumenauer 
Boswell 
Boucher 
Boyd 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Case 
Clay 
Clyburn 
Conyers 
Cooper 
Costello 
Cramer 
Crowley 
Cummings 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 
DeFazio 
DeGette 
Delahunt 
DeLauro 
Deutsch 
Dicks 
Dingell 
Doggett 
Dooley (CA) 
Doyle 
Edwards 
Emanuel 
Engel 
Eshoo 
Etheridge 
Evans 
Farr 
Fattah 
Filner 
Ford 
Frank (MA) 
Frost 
Gonzalez 
Goode 
Gordon 
Green (TX) 
Grijalva 
Gutierrez 
Hall 
Harman 
Hastings (FL) 
Hill 
Hinchey 
Hinojosa 

Hoeffel 
Holden 
Holt 
Honda 
Hooley (OR) 
Hoyer 
Inslee 
Israel 
Jackson (IL) 
Jackson-Lee 

(TX) 
Jefferson 
John 
Johnson, E. B. 
Jones (OH) 
Kanjorski 
Kaptur 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 
Kleczka 
Kucinich 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Larson (CT) 
Lee 
Levin 
Lewis (GA) 
Lipinski 
Lofgren 
Lowey 
Lucas (KY) 
Lynch 
Majette 
Maloney 
Markey 
Marshall 
Matheson 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McDermott 
McGovern 
McIntyre 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Michaud 
Millender-

McDonald 
Miller (NC) 
Miller, George 
Mollohan 
Moore 
Moran (VA) 
Murtha 
Nadler 
Napolitano 
Neal (MA) 
Oberstar 
Obey 

Olver 
Ortiz 
Owens 
Pallone 
Pascrell 
Pastor 
Payne 
Pelosi 
Peterson (MN) 
Pomeroy 
Price (NC) 
Rahall 
Rangel 
Reyes 
Rodriguez 
Ross 
Rothman 
Roybal-Allard 
Ruppersberger 
Rush 
Ryan (OH) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Sanders 
Sandlin 
Schakowsky 
Schiff 
Scott (GA) 
Scott (VA) 
Serrano 
Sherman 
Skelton 
Slaughter 
Smith (WA) 
Snyder 
Solis 
Spratt 
Stark 
Stenholm 
Strickland 
Stupak 
Tanner 
Tauscher 
Taylor (MS) 
Thompson (CA) 
Thompson (MS) 
Tierney 
Towns 
Turner (TX) 
Udall (CO) 
Udall (NM) 
Van Hollen 
Velazquez 
Visclosky 
Waters 
Watson 
Watt 
Waxman 
Weiner 
Wexler 
Woolsey 
Wu 
Wynn 

NAYS—222

Aderholt 
Akin 
Bachus 
Baker 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bereuter 
Biggert 
Bilirakis 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Boehner 
Bonner 
Bono 
Boozman 
Bradley (NH) 
Brady (TX) 
Brown (SC) 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 
Burton (IN) 

Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Carter 
Castle 
Chabot 
Chocola 
Coble 
Cole 
Collins 
Cox 
Crane 
Crenshaw 
Cubin 
Culberson 
Cunningham 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLay 
DeMint 
Diaz-Balart, L. 
Diaz-Balart, M. 
Dreier 
Duncan 
Dunn 
Ehlers 

English 
Everett 
Feeney 
Ferguson 
Flake 
Fletcher 
Foley 
Forbes 
Fossella 
Franks (AZ) 
Frelinghuysen 
Gallegly 
Garrett (NJ) 
Gerlach 
Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Goodlatte 
Goss 
Granger 
Graves 
Green (WI) 
Greenwood 
Gutknecht 
Harris 
Hart 
Hastings (WA) 
Hayes 
Hayworth 

Hefley 
Hensarling 
Herger 
Hobson 
Hoekstra 
Hostettler 
Houghton 
Hulshof 
Hunter 
Hyde 
Isakson 
Issa 
Istook 
Janklow 
Jenkins 
Johnson (CT) 
Johnson (IL) 
Johnson, Sam 
Keller 
Kelly 
Kennedy (MN) 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Latham 
LaTourette 
Leach 
Lewis (CA) 
Lewis (KY) 
Linder 
LoBiondo 
Lucas (OK) 
Manzullo 
McCotter 
McCrery 
McHugh 
McInnis 
McKeon 
Mica 
Miller (FL) 

Miller (MI) 
Miller, Gary 
Moran (KS) 
Murphy 
Musgrave 
Myrick 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Osborne 
Ose 
Otter 
Oxley 
Paul 
Pearce 
Pence 
Peterson (PA) 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Porter 
Portman 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Ramstad 
Regula 
Rehberg 
Renzi 
Reynolds 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Royce 
Ryan (WI) 
Ryun (KS) 
Saxton 

Schrock 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Smith (MI) 
Smith (NJ) 
Smith (TX) 
Souder 
Stearns 
Sullivan 
Sweeney 
Tancredo 
Tauzin 
Taylor (NC) 
Terry 
Thomas 
Thornberry 
Tiahrt 
Tiberi 
Toomey 
Turner (OH) 
Upton 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Weldon (FL) 
Weldon (PA) 
Weller 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Young (AK) 
Young (FL) 

NOT VOTING—7 

Berman 
Bonilla 
Combest 

Doolittle 
Emerson 
Gephardt 

Jones (NC)

ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 

The SPEAKER pro tempore (Mr. 
HASTINGS of Washington) (during the 
vote). There are two minutes remain-
ing to vote. 

b 2113 

Messrs. BEAUPREZ, HEFLEY, 
MCINNIS, and SMITH of Michigan 
changed their vote from ‘‘yea’’ to 
‘‘nay.’’ 

Mr. BAIRD changed his vote from 
‘‘nay’’ to ‘‘yea.’’ 

So the motion to recommit was re-
jected. 

The result of the vote was announced 
as above recorded.

The SPEAKER pro tempore. The 
question is on the passage of the bill. 

The question was taken; and the 
Speaker pro tempore announced that 
the ayes appeared to have it. 

RECORDED VOTE 

Mr. QUINN. Mr. Speaker, I demand a 
recorded vote. 

A recorded vote was ordered. 
The SPEAKER pro tempore. This is a 

5-minute vote. 
The vote was taken by electronic de-

vice, and there were—ayes 409, noes 19, 
not voting 6, as follows:

[Roll No. 223] 

AYES—409

Abercrombie 
Ackerman 
Aderholt 
Akin 
Alexander 

Allen 
Andrews 
Baca 
Bachus 
Baird 

Baker 
Baldwin 
Ballance 
Ballenger 
Barrett (SC) 

Barton (TX) 
Bass 
Beauprez 
Becerra 
Bell 
Bereuter 
Berkley 
Berman 
Berry 
Biggert 
Bilirakis 
Bishop (GA) 
Bishop (NY) 
Bishop (UT) 
Blackburn 
Blumenauer 
Blunt 
Boehlert 
Boehner 
Bonner 
Bono 
Boozman 
Boswell 
Boucher 
Boyd 
Bradley (NH) 
Brady (PA) 
Brady (TX) 
Brown (OH) 
Brown (SC) 
Brown, Corrine 
Brown-Waite, 

Ginny 
Burns 
Burr 
Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Carter 
Case 
Castle 
Chabot 
Chocola 
Clay 
Clyburn 
Coble 
Cole 
Collins 
Conyers 
Cooper 
Costello 
Cox 
Cramer 
Crenshaw 
Crowley 
Cummings 
Cunningham 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeFazio 
DeGette 
Delahunt 
DeLauro 
DeLay 
DeMint 
Deutsch 
Diaz-Balart, L. 
Diaz-Balart, M. 
Dicks 
Dingell 
Doggett 
Dooley (CA) 
Doyle 
Dreier 
Duncan 
Dunn 
Edwards 
Ehlers 
Emanuel 
Engel 
English 
Eshoo 
Etheridge 

Evans 
Everett 
Farr 
Fattah 
Ferguson 
Filner 
Fletcher 
Foley 
Forbes 
Ford 
Fossella 
Frank (MA) 
Frelinghuysen 
Frost 
Gallegly 
Gerlach 
Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Gonzalez 
Goode 
Goodlatte 
Gordon 
Goss 
Granger 
Graves 
Green (TX) 
Green (WI) 
Greenwood 
Grijalva 
Gutierrez 
Gutknecht 
Hall 
Harman 
Harris 
Hart 
Hastings (FL) 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Herger 
Hill 
Hinchey 
Hinojosa 
Hobson 
Hoeffel 
Hoekstra 
Holden 
Holt 
Honda 
Hooley (OR) 
Houghton 
Hoyer 
Hulshof 
Hunter 
Hyde 
Inslee 
Isakson 
Israel 
Issa 
Istook 
Jackson (IL) 
Jackson-Lee 

(TX) 
Janklow 
Jefferson 
Jenkins 
John 
Johnson (CT) 
Johnson (IL) 
Johnson, E. B. 
Jones (NC) 
Jones (OH) 
Kanjorski 
Kaptur 
Keller 
Kelly 
Kennedy (MN) 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 
King (NY) 
Kingston 
Kirk 
Kleczka 
Kline 
Knollenberg 
Kolbe 
Kucinich 
LaHood 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Larson (CT) 
Latham 

LaTourette 
Leach 
Lee 
Levin 
Lewis (GA) 
Lewis (KY) 
Linder 
Lipinski 
LoBiondo 
Lofgren 
Lowey 
Lucas (KY) 
Lucas (OK) 
Lynch 
Majette 
Maloney 
Manzullo 
Markey 
Marshall 
Matheson 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McCotter 
McCrery 
McDermott 
McGovern 
McHugh 
McInnis 
McIntyre 
McKeon 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Mica 
Michaud 
Millender-

McDonald 
Miller (MI) 
Miller (NC) 
Miller, Gary 
Miller, George 
Mollohan 
Moore 
Moran (KS) 
Moran (VA) 
Murphy 
Murtha 
Myrick 
Nadler 
Napolitano 
Neal (MA) 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Oberstar 
Obey 
Olver 
Ortiz 
Osborne 
Ose 
Otter 
Owens 
Oxley 
Pallone 
Pascrell 
Pastor 
Payne 
Pearce 
Pelosi 
Pence 
Peterson (MN) 
Peterson (PA) 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Pomeroy 
Porter 
Portman 
Price (NC) 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Rahall 
Ramstad 
Rangel 
Regula 
Rehberg 
Renzi 
Reyes 
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Reynolds 
Rodriguez 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Ross 
Rothman 
Roybal-Allard 
Royce 
Ruppersberger 
Rush 
Ryan (OH) 
Ryan (WI) 
Ryun (KS) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Sanders 
Sandlin 
Saxton 
Schakowsky 
Schiff 
Schrock 
Scott (GA) 
Scott (VA) 
Sensenbrenner 
Serrano 
Sessions 
Shaw 
Shays 
Sherman 

Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Skelton 
Slaughter 
Smith (NJ) 
Smith (TX) 
Smith (WA) 
Snyder 
Solis 
Souder 
Spratt 
Stark 
Stearns 
Stenholm 
Strickland 
Stupak 
Sullivan 
Sweeney 
Tanner 
Tauscher 
Tauzin 
Taylor (MS) 
Taylor (NC) 
Terry 
Thomas 
Thompson (CA) 
Thompson (MS) 
Thornberry 
Tiahrt 
Tiberi 
Tierney 

Toomey 
Towns 
Turner (OH) 
Turner (TX) 
Udall (CO) 
Udall (NM) 
Upton 
Van Hollen 
Velazquez 
Visclosky 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Waters 
Watson 
Watt 
Waxman 
Weiner 
Weldon (FL) 
Weldon (PA) 
Weller 
Wexler 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Woolsey 
Wu 
Wynn 
Young (AK) 
Young (FL) 

NOES—19 

Bartlett (MD) 
Burgess 
Crane 
Cubin 
Culberson 
Feeney 
Flake 

Franks (AZ) 
Garrett (NJ) 
Hensarling 
Hostettler 
Johnson, Sam 
King (IA) 
Miller (FL) 

Musgrave 
Paul 
Shadegg 
Smith (MI) 
Tancredo 

NOT VOTING—6 

Bonilla 
Combest 

Doolittle 
Emerson 

Gephardt 
Lewis (CA)

ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 

The SPEAKER pro tempore (Mr. 
HASTINGS of Washington) (during the 
vote). Members are advised that 2 min-
utes remain in this vote. 

b 2120 

So the bill was passed. 
The result of the vote was announced 

as above recorded. 
A motion to reconsider was laid on 

the table.

f 

JOBS AND GROWTH TAX RELIEF 
RECONCILIATION ACT OF 2003 

Mr. THOMAS (during consideration 
of H.R. 2185) submitted the following 
conference report and statement on the 
bill (H.R. 2), to provide for reconcili-
ation pursuant to section 201 of the 
concurrent resolution on the budget for 
fiscal year 2004:

CONFERENCE REPORT (H. REPT. 108–126) 

The committee of conference on the dis-
agreeing votes of the two Houses on the 
amendment of the Senate to the bill (H.R. 2), 
to provide for reconciliation pursuant to sec-
tion 201 of the concurrent resolution on the 
budget for fiscal year 2004, having met, after 
full and free conference, have agreed to rec-
ommend and do recommend to their respec-
tive Houses as follows: 

That the House recede from its disagree-
ment to the amendment of the Senate and 
agree to the same with an amendment as fol-
lows: 

In lieu of the matter proposed to be in-
serted by the Senate amendment, insert the 
following:

SECTION 1. SHORT TITLE; REFERENCES; TABLE 
OF CONTENTS. 

(a) SHORT TITLE.—This Act may be cited as 
the ‘‘Jobs and Growth Tax Relief Reconciliation 
Act of 2003’’. 

(b) AMENDMENT OF 1986 CODE.—Except as oth-
erwise expressly provided, whenever in this Act 
an amendment or repeal is expressed in terms of 
an amendment to, or repeal of, a section or 
other provision, the reference shall be consid-
ered to be made to a section or other provision 
of the Internal Revenue Code of 1986. 

(c) TABLE OF CONTENTS.—The table of con-
tents of this Act is as follows:

Sec. 1. Short title; references; table of contents. 

TITLE I—ACCELERATION OF CERTAIN 
PREVIOUSLY ENACTED TAX REDUCTIONS 

Sec. 101. Acceleration of increase in child tax 
credit. 

Sec. 102. Acceleration of 15-percent individual 
income tax rate bracket expansion 
for married taxpayers filing joint 
returns. 

Sec. 103. Acceleration of increase in standard 
deduction for married taxpayers 
filing joint returns. 

Sec. 104. Acceleration of 10-percent individual 
income tax rate bracket expan-
sion. 

Sec. 105. Acceleration of reduction in individual 
income tax rates. 

Sec. 106. Minimum tax relief to individuals. 
Sec. 107. Application of EGTRRA sunset to this 

title. 

TITLE II—GROWTH INCENTIVES FOR 
BUSINESS 

Sec. 201. Increase and extension of bonus de-
preciation. 

Sec. 202. Increased expensing for small busi-
ness. 

TITLE III—REDUCTION IN TAXES ON 
DIVIDENDS AND CAPITAL GAINS 

Sec. 301. Reduction in capital gains rates for 
individuals; repeal of 5-year hold-
ing period requirement. 

Sec. 302. Dividends of individuals taxed at cap-
ital gain rates. 

Sec. 303. Sunset of title. 

TITLE IV—TEMPORARY STATE FISCAL 
RELIEF 

Sec. 401. Temporary State fiscal relief. 

TITLE V—CORPORATE ESTIMATED TAX 
PAYMENTS FOR 2003

Sec. 501. Time for payment of corporate esti-
mated taxes.

TITLE I—ACCELERATION OF CERTAIN 
PREVIOUSLY ENACTED TAX REDUCTIONS 

SEC. 101. ACCELERATION OF INCREASE IN CHILD 
TAX CREDIT. 

(a) IN GENERAL.—The item relating to cal-
endar years 2001 through 2004 in the table con-
tained in paragraph (2) of section 24(a) (relating 
to per child amount) is amended to read as fol-
lows:

‘‘2003 or 2004 ..................................... $1,000’’.

(b) ADVANCE PAYMENT OF PORTION OF IN-
CREASED CREDIT IN 2003.—

(1) IN GENERAL.—Subchapter B of chapter 65 
(relating to abatements, credits, and refunds) is 
amended by inserting after section 6428 the fol-
lowing new section: 
‘‘SEC. 6429. ADVANCE PAYMENT OF PORTION OF 

INCREASED CHILD CREDIT FOR 2003. 
‘‘(a) IN GENERAL.—Each taxpayer who was 

allowed a credit under section 24 on the return 
for the taxpayer’s first taxable year beginning 
in 2002 shall be treated as having made a pay-
ment against the tax imposed by chapter 1 for 
such taxable year in an amount equal to the 
child tax credit refund amount (if any) for such 
taxable year. 

‘‘(b) CHILD TAX CREDIT REFUND AMOUNT.—
For purposes of this section, the child tax credit 

refund amount is the amount by which the ag-
gregate credits allowed under part IV of sub-
chapter A of chapter 1 for such first taxable 
year would have been increased if—

‘‘(1) the per child amount under section 
24(a)(2) for such year were $1,000, 

‘‘(2) only qualifying children (as defined in 
section 24(c)) of the taxpayer for such year who 
had not attained age 17 as of December 31, 2003, 
were taken into account, and 

‘‘(3) section 24(d)(1)(B)(ii) did not apply. 
‘‘(c) TIMING OF PAYMENTS.—In the case of 

any overpayment attributable to this section, 
the Secretary shall, subject to the provisions of 
this title, refund or credit such overpayment as 
rapidly as possible and, to the extent prac-
ticable, before October 1, 2003. No refund or 
credit shall be made or allowed under this sec-
tion after December 31, 2003. 

‘‘(d) COORDINATION WITH CHILD TAX CRED-
IT.—

‘‘(1) IN GENERAL.—The amount of credit which 
would (but for this subsection and section 26) be 
allowed under section 24 for the taxpayer’s first 
taxable year beginning in 2003 shall be reduced 
(but not below zero) by the payments made to 
the taxpayer under this section. Any failure to 
so reduce the credit shall be treated as arising 
out of a mathematical or clerical error and as-
sessed according to section 6213(b)(1). 

‘‘(2) JOINT RETURNS.—In the case of a pay-
ment under this section with respect to a joint 
return, half of such payment shall be treated as 
having been made to each individual filing such 
return. 

‘‘(e) NO INTEREST.—No interest shall be al-
lowed on any overpayment attributable to this 
section.’’. 

(2) CLERICAL AMENDMENT.—The table of sec-
tions for subchapter B of chapter 65 is amended 
by adding at the end the following new item:

‘‘Sec. 6429. Advance payment of portion of in-
creased child credit for 2003.’’.

(c) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as provided in para-

graph (2), the amendments made by this section 
shall apply to taxable years beginning after De-
cember 31, 2002. 

(2) SUBSECTION (b).—The amendments made 
by subsection (b) shall take effect on the date of 
the enactment of this Act.
SEC. 102. ACCELERATION OF 15-PERCENT INDI-

VIDUAL INCOME TAX RATE BRACKET 
EXPANSION FOR MARRIED TAX-
PAYERS FILING JOINT RETURNS. 

(a) IN GENERAL.—The table contained in sub-
paragraph (B) of section 1(f )(8) (relating to ap-
plicable percentage) is amended by inserting be-
fore the item relating to 2005 the following new 
item:

‘‘2003 and 2004 ...................... 200’’.

(b) CONFORMING AMENDMENTS.—
(1) Section 1(f)(8)(A) is amended by striking 

‘‘2004’’ and inserting ‘‘2002’’. 
(2) Section 302(c) of the Economic Growth and 

Tax Relief Reconciliation Act of 2001 is amended 
by striking ‘‘2004’’ and inserting ‘‘2002’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years be-
ginning after December 31, 2002. 
SEC. 103. ACCELERATION OF INCREASE IN 

STANDARD DEDUCTION FOR MAR-
RIED TAXPAYERS FILING JOINT RE-
TURNS. 

(a) IN GENERAL.—The table contained in 
paragraph (7) of section 63(c) (relating to appli-
cable percentage) is amended by inserting before 
the item relating to 2005 the following new item:

‘‘2003 and 2004 ...................... 200’’.

(b) CONFORMING AMENDMENT.—Section 301(d) 
of the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 is amended by striking 
‘‘2004’’ and inserting ‘‘2002’’. 

(c) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years be-
ginning after December 31, 2002. 
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SEC. 104. ACCELERATION OF 10-PERCENT INDI-

VIDUAL INCOME TAX RATE BRACKET 
EXPANSION. 

(a) IN GENERAL.—Clause (i) of section 
1(i)(1)(B) (relating to the initial bracket 
amount) is amended by striking ‘‘($12,000 in the 
case of taxable years beginning before January 
1, 2008)’’ and inserting ‘‘($12,000 in the case of 
taxable years beginning after December 31, 2004, 
and before January 1, 2008)’’. 

(b) INFLATION ADJUSTMENT.—Subparagraph 
(C) of section 1(i)(1) is amended to read as fol-
lows: 

‘‘(C) INFLATION ADJUSTMENT.—In prescribing 
the tables under subsection (f) which apply with 
respect to taxable years beginning in calendar 
years after 2000—

‘‘(i) except as provided in clause (ii), the Sec-
retary shall make no adjustment to the initial 
bracket amounts for any taxable year beginning 
before January 1, 2009, 

‘‘(ii) there shall be an adjustment under sub-
section (f) of such amounts which shall apply 
only to taxable years beginning in 2004, and 
such adjustment shall be determined under sub-
section (f)(3) by substituting ‘2002’ for ‘1992’ in 
subparagraph (B) thereof, 

‘‘(iii) the cost-of-living adjustment used in 
making adjustments to the initial bracket 
amounts for any taxable year beginning after 
December 31, 2008, shall be determined under 
subsection (f)(3) by substituting ‘2007’ for ‘1992’ 
in subparagraph (B) thereof, and 

‘‘(iv) the adjustments under clauses (ii) and 
(iii) shall not apply to the amount referred to in 
subparagraph (B)(iii). 
If any amount after adjustment under the pre-
ceding sentence is not a multiple of $50, such 
amount shall be rounded to the next lowest mul-
tiple of $50.’’. 

(c) EFFECTIVE DATE.—
(1) IN GENERAL.—The amendments made by 

this section shall apply to taxable years begin-
ning after December 31, 2002. 

(2) TABLES FOR 2003.—The Secretary of the 
Treasury shall modify each table which has 
been prescribed under section 1(f) of the Inter-
nal Revenue Code of 1986 for taxable years be-
ginning in 2003 and which relates to the amend-
ment made by subsection (a) to reflect such 
amendment. 
SEC. 105. ACCELERATION OF REDUCTION IN INDI-

VIDUAL INCOME TAX RATES. 
(a) IN GENERAL.—The table contained in 

paragraph (2) of section 1(i) (relating to reduc-
tions in rates after June 30, 2001) is amended to 
read as follows:

‘‘In the case of 
taxable years 

beginning dur-
ing calendar 

year: 

The corresponding percentages 
shall be substituted for the fol-

lowing percentages: 

28% 31% 36% 39.6%

2001 ............ 27.5% 30.5% 35.5% 39.1%
2002 ............ 27.0% 30.0% 35.0% 38.6%
2003 and 

thereafter 25.0% 28.0% 33.0% 35.0%’’. 

(b) EFFECTIVE DATE.—The amendment made 
by this section shall apply to taxable years be-
ginning after December 31, 2002. 
SEC. 106. MINIMUM TAX RELIEF TO INDIVIDUALS. 

(a) IN GENERAL.—
(1) Subparagraph (A) of section 55(d)(1) is 

amended by striking ‘‘$49,000 in the case of tax-
able years beginning in 2001, 2002, 2003, and 
2004’’ and inserting ‘‘$58,000 in the case of tax-
able years beginning in 2003 and 2004’’. 

(2) Subparagraph (B) of section 55(d)(1) is 
amended by striking ‘‘$35,750 in the case of tax-
able years beginning in 2001, 2002, 2003, and 
2004’’ and inserting ‘‘$40,250 in the case of tax-
able years beginning in 2003 and 2004’’. 

(b) EFFECTIVE DATE.—The amendments made 
by subsection (a) shall apply to taxable years 
beginning after December 31, 2002. 

SEC. 107. APPLICATION OF EGTRRA SUNSET TO 
THIS TITLE. 

Each amendment made by this title shall be 
subject to title IX of the Economic Growth and 
Tax Relief Reconciliation Act of 2001 to the 
same extent and in the same manner as the pro-
vision of such Act to which such amendment re-
lates. 

TITLE II—GROWTH INCENTIVES FOR 
BUSINESS 

SEC. 201. INCREASE AND EXTENSION OF BONUS 
DEPRECIATION. 

(a) IN GENERAL.—Section 168(k) (relating to 
special allowance for certain property acquired 
after September 10, 2001, and before September 
11, 2004) is amended by adding at the end the 
following new paragraph: 

‘‘(4) 50-PERCENT BONUS DEPRECIATION FOR 
CERTAIN PROPERTY.—

‘‘(A) IN GENERAL.—In the case of 50-percent 
bonus depreciation property—

‘‘(i) paragraph (1)(A) shall be applied by sub-
stituting ‘50 percent’ for ‘30 percent’, and 

‘‘(ii) except as provided in paragraph (2)(C), 
such property shall be treated as qualified prop-
erty for purposes of this subsection. 

‘‘(B) 50-PERCENT BONUS DEPRECIATION PROP-
ERTY.—For purposes of this subsection, the term 
‘50-percent bonus depreciation property’ means 
property described in paragraph (2)(A)(i)—

‘‘(i) the original use of which commences with 
the taxpayer after May 5, 2003, 

‘‘(ii) which is acquired by the taxpayer after 
May 5, 2003, and before January 1, 2005, but 
only if no written binding contract for the ac-
quisition was in effect before May 6, 2003, and 

‘‘(iii) which is placed in service by the tax-
payer before January 1, 2005, or, in the case of 
property described in paragraph (2)(B) (as modi-
fied by subparagraph (C) of this paragraph), be-
fore January 1, 2006. 

‘‘(C) SPECIAL RULES.—Rules similar to the 
rules of subparagraphs (B) and (D) of para-
graph (2) shall apply for purposes of this para-
graph; except that references to September 10, 
2001, shall be treated as references to May 5, 
2003. 

‘‘(D) AUTOMOBILES.—Paragraph (2)(E) shall 
be applied by substituting ‘$7,650’ for ‘$4,600’ in 
the case of 50-percent bonus depreciation prop-
erty. 

‘‘(E) ELECTION OF 30-PERCENT BONUS.—If a 
taxpayer makes an election under this subpara-
graph with respect to any class of property for 
any taxable year, subparagraph (A)(i) shall not 
apply to all property in such class placed in 
service during such taxable year.’’. 

(b) EXTENSION OF CERTAIN DATES FOR 30-PER-
CENT BONUS DEPRECIATION PROPERTY.—

(1) PORTION OF BASIS TAKEN INTO ACCOUNT.—
(A) Subparagraphs (B)(ii) and (D)(i) of sec-

tion 168(k)(2) are each amended by striking 
‘‘September 11, 2004’’ each place it appears in 
the text and inserting ‘‘January 1, 2005’’. 

(B) Clause (ii) of section 168(k)(2)(B) is 
amended by striking ‘‘PRE-SEPTEMBER 11, 2004’’ 
in the heading and inserting ‘‘PRE-JANUARY 1, 
2005’’. 

(2) ACQUISITION DATE.—Clause (iii) of section 
168(k)(2)(A) is amended by striking ‘‘September 
11, 2004’’ each place it appears and inserting 
‘‘January 1, 2005’’. 

(3) ELECTION.—Clause (iii) of section 
168(k)(2)(C) is amended by adding at the end the 
following: ‘‘The preceding sentence shall be ap-
plied separately with respect to property treated 
as qualified property by paragraph (4) and 
other qualified property.’’. 

(c) CONFORMING AMENDMENTS.—
(1) The subsection heading for section 168(k) 

is amended by striking ‘‘SEPTEMBER 11, 2004’’ 
and inserting ‘‘JANUARY 1, 2005’’. 

(2) The heading for clause (i) of section 
1400L(b)(2)(C) is amended by striking ‘‘30-PER-
CENT ADDITIONAL ALLOWANCE PROPERTY’’ and 
inserting ‘‘BONUS DEPRECIATION PROPERTY 
UNDER SECTION 168(k)’’. 

(d) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years end-
ing after May 5, 2003. 
SEC. 202. INCREASED EXPENSING FOR SMALL 

BUSINESS. 
(a) IN GENERAL.—Paragraph (1) of section 

179(b) (relating to dollar limitation) is amended 
to read as follows: 

‘‘(1) DOLLAR LIMITATION.—The aggregate cost 
which may be taken into account under sub-
section (a) for any taxable year shall not exceed 
$25,000 ($100,000 in the case of taxable years be-
ginning after 2002 and before 2006).’’. 

(b) INCREASE IN QUALIFYING INVESTMENT AT 
WHICH PHASEOUT BEGINS.—Paragraph (2) of 
section 179(b) (relating to reduction in limita-
tion) is amended by inserting ‘‘($400,000 in the 
case of taxable years beginning after 2002 and 
before 2006)’’ after ‘‘$200,000’’. 

(c) OFF-THE-SHELF COMPUTER SOFTWARE.—
Paragraph (1) of section 179(d) (defining section 
179 property) is amended to read as follows: 

‘‘(1) SECTION 179 PROPERTY.—For purposes of 
this section, the term ‘section 179 property’ 
means property—

‘‘(A) which is—
‘‘(i) tangible property (to which section 168 

applies), or 
‘‘(ii) computer software (as defined in section 

197(e)(3)(B)) which is described in section 
197(e)(3)(A)(i), to which section 167 applies, and 
which is placed in service in a taxable year be-
ginning after 2002 and before 2006, 

‘‘(B) which is section 1245 property (as de-
fined in section 1245(a)(3)), and 

‘‘(C) which is acquired by purchase for use in 
the active conduct of a trade or business. 
Such term shall not include any property de-
scribed in section 50(b) and shall not include air 
conditioning or heating units.’’. 

(d) ADJUSTMENT OF DOLLAR LIMIT AND PHASE-
OUT THRESHOLD FOR INFLATION.—Subsection (b) 
of section 179 (relating to limitations) is amend-
ed by adding at the end the following new para-
graph: 

‘‘(5) INFLATION ADJUSTMENTS.—
‘‘(A) IN GENERAL.—In the case of any taxable 

year beginning in a calendar year after 2003 and 
before 2006, the $100,000 and $400,000 amounts in 
paragraphs (1) and (2) shall each be increased 
by an amount equal to—

‘‘(i) such dollar amount, multiplied by 
‘‘(ii) the cost-of-living adjustment determined 

under section 1(f)(3) for the calendar year in 
which the taxable year begins, by substituting 
‘calendar year 2002’ for ‘calendar year 1992’ in 
subparagraph (B) thereof. 

‘‘(B) ROUNDING.—
‘‘(i) DOLLAR LIMITATION.—If the amount in 

paragraph (1) as increased under subparagraph 
(A) is not a multiple of $1,000, such amount 
shall be rounded to the nearest multiple of 
$1,000. 

‘‘(ii) PHASEOUT AMOUNT.—If the amount in 
paragraph (2) as increased under subparagraph 
(A) is not a multiple of $10,000, such amount 
shall be rounded to the nearest multiple of 
$10,000.’’. 

(e) REVOCATION OF ELECTION.—Paragraph (2) 
of section 179(c) (relating to election irrevocable) 
is amended by adding at the end the following 
new sentence: ‘‘Any such election or specifica-
tion with respect to any taxable year beginning 
after 2002 and before 2006 may be revoked by the 
taxpayer with respect to any property, and such 
revocation, once made, shall be irrevocable.’’. 

(f) EFFECTIVE DATE.—The amendments made 
by this section shall apply to taxable years be-
ginning after December 31, 2002. 

TITLE III—REDUCTION IN TAXES ON 
DIVIDENDS AND CAPITAL GAINS 

SEC. 301. REDUCTION IN CAPITAL GAINS RATES 
FOR INDIVIDUALS; REPEAL OF 5-
YEAR HOLDING PERIOD REQUIRE-
MENT. 

(a) IN GENERAL.—
(1) Sections 1(h)(1)(B) and 55(b)(3)(B) are 

each amended by striking ‘‘10 percent’’ and in-
serting ‘‘5 percent (0 percent in the case of tax-
able years beginning after 2007)’’. 
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(2) The following sections are each amended 

by striking ‘‘20 percent’’ and inserting ‘‘15 per-
cent’’: 

(A) Section 1(h)(1)(C). 
(B) Section 55(b)(3)(C). 
(C) Section 1445(e)(1). 
(D) The second sentence of section 

7518(g)(6)(A). 
(E) The second sentence of section 

607(h)(6)(A) of the Merchant Marine Act, 1936. 
(b) CONFORMING AMENDMENTS.—
(1) Section 1(h) is amended—
(A) by striking paragraphs (2) and (9), 
(B) by redesignating paragraphs (3) through 

(8) as paragraphs (2) through (7), respectively, 
and 

(C) by redesignating paragraphs (10), (11), 
and (12) as paragraphs (8), (9), and (10), respec-
tively. 

(2) Paragraph (3) of section 55(b) is amended 
by striking ‘‘In the case of taxable years begin-
ning after December 31, 2000, rules similar to the 
rules of section 1(h)(2) shall apply for purposes 
of subparagraphs (B) and (C).’’. 

(3) Paragraph (7) of section 57(a) is amend-
ed—

(A) by striking ‘‘42 percent’’ the first place it 
appears and inserting ‘‘7 percent’’, and 

(B) by striking the last sentence. 
(c) TRANSITIONAL RULES FOR TAXABLE YEARS 

WHICH INCLUDE MAY 6, 2003.—For purposes of 
applying section 1(h) of the Internal Revenue 
Code of 1986 in the case of a taxable year which 
includes May 6, 2003—

(1) The amount of tax determined under sub-
paragraph (B) of section 1(h)(1) of such Code 
shall be the sum of—

(A) 5 percent of the lesser of—
(i) the net capital gain determined by taking 

into account only gain or loss properly taken 
into account for the portion of the taxable year 
on or after May 6, 2003 (determined without re-
gard to collectibles gain or loss, gain described 
in section 1(h)(6)(A)(i) of such Code, and section 
1202 gain), or 

(ii) the amount on which a tax is determined 
under such subparagraph (without regard to 
this subsection), 

(B) 8 percent of the lesser of—
(i) the qualified 5-year gain (as defined in sec-

tion 1(h)(9) of the Internal Revenue Code of 
1986, as in effect on the day before the date of 
the enactment of this Act) properly taken into 
account for the portion of the taxable year be-
fore May 6, 2003, or 

(ii) the excess (if any) of—
(I) the amount on which a tax is determined 

under such subparagraph (without regard to 
this subsection), over 

(II) the amount on which a tax is determined 
under subparagraph (A), plus 

(C) 10 percent of the excess (if any) of—
(i) the amount on which a tax is determined 

under such subparagraph (without regard to 
this subsection), over 

(ii) the sum of the amounts on which a tax is 
determined under subparagraphs (A) and (B). 

(2) The amount of tax determined under sub-
paragraph (C) of section (1)(h)(1) of such Code 
shall be the sum of—

(A) 15 percent of the lesser of—
(i) the excess (if any) of the amount of net 

capital gain determined under subparagraph 
(A)(i) of paragraph (1) of this subsection over 
the amount on which a tax is determined under 
subparagraph (A) of paragraph (1) of this sub-
section, or

(ii) the amount on which a tax is determined 
under such subparagraph (C) (without regard to 
this subsection), plus 

(B) 20 percent of the excess (if any) of—
(i) the amount on which a tax is determined 

under such subparagraph (C) (without regard to 
this subsection), over 

(ii) the amount on which a tax is determined 
under subparagraph (A) of this paragraph. 

(3) For purposes of applying section 55(b)(3) of 
such Code, rules similar to the rules of para-
graphs (1) and (2) of this subsection shall apply. 

(4) In applying this subsection with respect to 
any pass-thru entity, the determination of when 
gains and losses are properly taken into account 
shall be made at the entity level. 

(5) For purposes of applying section 1(h)(11) 
of such Code, as added by section 302 of this 
Act, to this subsection, dividends which are 
qualified dividend income shall be treated as 
gain properly taken into account for the portion 
of the taxable year on or after May 6, 2003. 

(6) Terms used in this subsection which are 
also used in section 1(h) of such Code shall have 
the respective meanings that such terms have in 
such section. 

(d) EFFECTIVE DATES.—
(1) IN GENERAL.—Except as otherwise provided 

by this subsection, the amendments made by this 
section shall apply to taxable years ending on or 
after May 6, 2003. 

(2) WITHHOLDING.—The amendment made by 
subsection (a)(2)(C) shall apply to amounts paid 
after the date of the enactment of this Act. 

(3) SMALL BUSINESS STOCK.—The amendments 
made by subsection (b)(3) shall apply to disposi-
tions on or after May 6, 2003.
SEC. 302. DIVIDENDS OF INDIVIDUALS TAXED AT 

CAPITAL GAIN RATES. 
(a) IN GENERAL.—Section 1(h) (relating to 

maximum capital gains rate), as amended by 
section 301, is amended by adding at the end the 
following new paragraph: 

‘‘(11) DIVIDENDS TAXED AS NET CAPITAL 
GAIN.—

‘‘(A) IN GENERAL.—For purposes of this sub-
section, the term ‘net capital gain’ means net 
capital gain (determined without regard to this 
paragraph) increased by qualified dividend in-
come. 

‘‘(B) QUALIFIED DIVIDEND INCOME.—For pur-
poses of this paragraph—

‘‘(i) IN GENERAL.—The term ‘qualified divi-
dend income’ means dividends received during 
the taxable year from—

‘‘(I) domestic corporations, and 
‘‘(II) qualified foreign corporations. 
‘‘(ii) CERTAIN DIVIDENDS EXCLUDED.—Such 

term shall not include—
‘‘(I) any dividend from a corporation which 

for the taxable year of the corporation in which 
the distribution is made, or the preceding tax-
able year, is a corporation exempt from tax 
under section 501 or 521, 

‘‘(II) any amount allowed as a deduction 
under section 591 (relating to deduction for divi-
dends paid by mutual savings banks, etc.), and 

‘‘(III) any dividend described in section 
404(k). 

‘‘(iii) COORDINATION WITH SECTION 246(C).—
Such term shall not include any dividend on 
any share of stock—

‘‘(I) with respect to which the holding period 
requirements of section 246(c) are not met (deter-
mined by substituting in section 246(c)(1) ‘60 
days’ for ‘45 days’ each place it appears and by 
substituting ‘120-day period’ for ‘90-day pe-
riod’), or 

‘‘(II) to the extent that the taxpayer is under 
an obligation (whether pursuant to a short sale 
or otherwise) to make related payments with re-
spect to positions in substantially similar or re-
lated property. 

‘‘(C) QUALIFIED FOREIGN CORPORATIONS.—
‘‘(i) IN GENERAL.—Except as otherwise pro-

vided in this paragraph, the term ‘qualified for-
eign corporation’ means any foreign corporation 
if—

‘‘(I) such corporation is incorporated in a pos-
session of the United States, or 

‘‘(II) such corporation is eligible for benefits 
of a comprehensive income tax treaty with the 
United States which the Secretary determines is 
satisfactory for purposes of this paragraph and 
which includes an exchange of information pro-
gram. 

‘‘(ii) DIVIDENDS ON STOCK READILY TRADABLE 
ON UNITED STATES SECURITIES MARKET.—A for-
eign corporation not otherwise treated as a 
qualified foreign corporation under clause (i) 

shall be so treated with respect to any dividend 
paid by such corporation if the stock with re-
spect to which such dividend is paid is readily 
tradable on an established securities market in 
the United States. 

‘‘(iii) EXCLUSION OF DIVIDENDS OF CERTAIN 
FOREIGN CORPORATIONS.—Such term shall not 
include any foreign corporation which for the 
taxable year of the corporation in which the 
dividend was paid, or the preceding taxable 
year, is a foreign personal holding company (as 
defined in section 552), a foreign investment 
company (as defined in section 1246(b)), or a 
passive foreign investment company (as defined 
in section 1297). 

‘‘(iv) COORDINATION WITH FOREIGN TAX CREDIT 
LIMITATION.—Rules similar to the rules of sec-
tion 904(b)(2)(B) shall apply with respect to the 
dividend rate differential under this paragraph. 

‘‘(D) SPECIAL RULES.—
‘‘(i) AMOUNTS TAKEN INTO ACCOUNT AS INVEST-

MENT INCOME.—Qualified dividend income shall 
not include any amount which the taxpayer 
takes into account as investment income under 
section 163(d)(4)(B). 

‘‘(ii) EXTRAORDINARY DIVIDENDS.—If an indi-
vidual receives, with respect to any share of 
stock, qualified dividend income from 1 or more 
dividends which are extraordinary dividends 
(within the meaning of section 1059(c)), any loss 
on the sale or exchange of such share shall, to 
the extent of such dividends, be treated as long-
term capital loss.

‘‘(iii) TREATMENT OF DIVIDENDS FROM REGU-
LATED INVESTMENT COMPANIES AND REAL ESTATE 
INVESTMENT TRUSTS.—A dividend received from 
a regulated investment company or a real estate 
investment trust shall be subject to the limita-
tions prescribed in sections 854 and 857.’’. 

(b) EXCLUSION OF DIVIDENDS FROM INVEST-
MENT INCOME.—Subparagraph (B) of section 
163(d)(4) (defining net investment income) is 
amended by adding at the end the following 
flush sentence: 
‘‘Such term shall include qualified dividend in-
come (as defined in section 1(h)(11)(B)) only to 
the extent the taxpayer elects to treat such in-
come as investment income for purposes of this 
subsection.’’. 

(c) TREATMENT OF DIVIDENDS FROM REGU-
LATED INVESTMENT COMPANIES.—

(1) Subsection (a) of section 854 (relating to 
dividends received from regulated investment 
companies) is amended by inserting ‘‘section 
1(h)(11) (relating to maximum rate of tax on 
dividends) and’’ after ‘‘For purposes of’’. 

(2) Paragraph (1) of section 854(b) (relating to 
other dividends) is amended by redesignating 
subparagraph (B) as subparagraph (C) and by 
inserting after subparagraph (A) the following 
new subparagraph: 

‘‘(B) MAXIMUM RATE UNDER SECTION 1(h).—
‘‘(i) IN GENERAL.—If the aggregate dividends 

received by a regulated investment company 
during any taxable year are less than 95 percent 
of its gross income, then, in computing the max-
imum rate under section 1(h)(11), rules similar to 
the rules of subparagraph (A) shall apply. 

‘‘(ii) GROSS INCOME.—For purposes of clause 
(i), in the case of 1 or more sales or other dis-
positions of stock or securities, the term ‘gross 
income’ includes only the excess of—

‘‘(I) the net short-term capital gain from such 
sales or dispositions, over 

‘‘(II) the net long-term capital loss from such 
sales or dispositions. 

‘‘(iii) DIVIDENDS FROM REAL ESTATE INVEST-
MENT TRUSTS.—For purposes of clause (i)—

‘‘(I) paragraph (3)(B)(ii) shall not apply, and 
‘‘(II) in the case of a distribution from a trust 

described in such paragraph, the amount of 
such distribution which is a dividend shall be 
subject to the limitations under section 857(c). 

‘‘(iv) DIVIDENDS FROM QUALIFIED FOREIGN 
CORPORATIONS.—For purposes of clause (i), divi-
dends received from qualified foreign corpora-
tions (as defined in section 1(h)(11)) shall also 
be taken into account in computing aggregate 
dividends received.’’. 
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(3) Subparagraph (C) of section 854(b)(1), as 

redesignated by paragraph (2), is amended by 
striking ‘‘subparagraph (A)’’ and inserting 
‘‘subparagraph (A) or (B)’’. 

(4) Paragraph (2) of section 854(b) is amended 
by inserting ‘‘the maximum rate under section 
1(h)(11) and’’ after ‘‘for purposes of’’. 

(5) Subsection (b) of section 854 is amended by 
adding at the end the following new paragraph: 

‘‘(5) COORDINATION WITH SECTION 1(h)(11).—
For purposes of paragraph (1)(B), an amount 
shall be treated as a dividend only if the 
amount is qualified dividend income (within the 
meaning of section 1(h)(11)(B)).’’. 

(d) TREATMENT OF DIVIDENDS RECEIVED FROM 
REAL ESTATE INVESTMENT TRUSTS.—Section 
857(c) (relating to restrictions applicable to divi-
dends received from real estate investment 
trusts) is amended to read as follows: 

‘‘(c) RESTRICTIONS APPLICABLE TO DIVIDENDS 
RECEIVED FROM REAL ESTATE INVESTMENT 
TRUSTS.—

‘‘(1) SECTION 243.—For purposes of section 243 
(relating to deductions for dividends received by 
corporations), a dividend received from a real 
estate investment trust which meets the require-
ments of this part shall not be considered a divi-
dend. 

‘‘(2) SECTION 1(h)(11).—For purposes of section 
1(h)(11) (relating to maximum rate of tax on 
dividends)—

‘‘(A) rules similar to the rules of subpara-
graphs (B) and (C) of section 854(b)(1) shall 
apply to dividends received from a real estate 
investment trust which meets the requirements 
of this part, and 

‘‘(B) for purposes of such rules, such a trust 
shall be treated as receiving qualified dividend 
income during any taxable year in an amount 
equal to the sum of—

‘‘(i) the excess of real estate investment trust 
taxable income computed under section 857(b)(2) 
for the preceding taxable year over the tax pay-
able by the trust under section 857(b)(1) for such 
preceding taxable year, and 

‘‘(ii) the excess of the income subject to tax by 
reason of the application of the regulations 
under section 337(d) for the preceding taxable 
year over the tax payable by the trust on such 
income for such preceding taxable year.’’. 

(e) CONFORMING AMENDMENTS.—
(1) Paragraph (3) of section 1(h), as redesig-

nated by section 301, is amended to read as fol-
lows: 

‘‘(3) ADJUSTED NET CAPITAL GAIN.—For pur-
poses of this subsection, the term ‘adjusted net 
capital gain’ means the sum of—

‘‘(A) net capital gain (determined without re-
gard to paragraph (11)) reduced (but not below 
zero) by the sum of—

‘‘(i) unrecaptured section 1250 gain, and 
‘‘(ii) 28-percent rate gain, plus 
‘‘(B) qualified dividend income (as defined in 

paragraph (11)).’’. 
(2) Subsection (f) of section 301 is amended 

adding at the end the following new paragraph: 
‘‘(4) For taxation of dividends received by in-

dividuals at capital gain rates, see section 
1(h)(11).’’. 

(3) Paragraph (1) of section 306(a) is amended 
by adding at the end the following new sub-
paragraph: 

‘‘(D) TREATMENT AS DIVIDEND.—For purposes 
of section 1(h)(11) and such other provisions as 
the Secretary may specify, any amount treated 
as ordinary income under this paragraph shall 
be treated as a dividend received from the cor-
poration.’’. 

(4)(A) Subpart C of part II of subchapter C of 
chapter 1 (relating to collapsible corporations) is 
repealed. 

(B)(i) Section 338(h) is amended by striking 
paragraph (14). 

(ii) Sections 467(c)(5)(C), 1255(b)(2), and 
1257(d) are each amended by striking ‘‘, 
341(e)(12),’’. 

(iii) The table of subparts for part II of sub-
chapter C of chapter 1 is amended by striking 
the item related to subpart C. 

(5) Section 531 is amended by striking ‘‘equal 
to’’ and all that follows and inserting ‘‘equal to 
15 percent of the accumulated taxable income.’’. 

(6) Section 541 is amended by striking ‘‘equal 
to’’ and all that follows and inserting ‘‘equal to 
15 percent of the undistributed personal holding 
company income.’’. 

(7) Section 584(c) is amended by adding at the 
end the following new flush sentence: 
‘‘The proportionate share of each participant in 
the amount of dividends received by the common 
trust fund and to which section 1(h)(11) applies 
shall be considered for purposes of such para-
graph as having been received by such partici-
pant.’’. 

(8) Paragraph (5) of section 702(a) is amended 
to read as follows: 

‘‘(5) dividends with respect to which section 
1(h)(11) or part VIII of subchapter B applies,’’. 

(f) EFFECTIVE DATE.—
(1) IN GENERAL.—Except as provided in para-

graph (2), the amendments made by this section 
shall apply to taxable years beginning after De-
cember 31, 2002. 

(2) REGULATED INVESTMENT COMPANIES AND 
REAL ESTATE INVESTMENT TRUSTS.—In the case 
of a regulated investment company or a real es-
tate investment trust, the amendments made by 
this section shall apply to taxable years ending 
after December 31, 2002; except that dividends 
received by such a company or trust on or before 
such date shall not be treated as qualified divi-
dend income (as defined in section 1(h)(11)(B) of 
the Internal Revenue Code of 1986, as added by 
this Act). 
SEC. 303. SUNSET OF TITLE. 

All provisions of, and amendments made by, 
this title shall not apply to taxable years begin-
ning after December 31, 2008, and the Internal 
Revenue Code of 1986 shall be applied and ad-
ministered to such years as if such provisions 
and amendments had never been enacted. 

TITLE IV—TEMPORARY STATE FISCAL 
RELIEF 

SEC. 401. TEMPORARY STATE FISCAL RELIEF. 
(a) $10,000,000,000 FOR A TEMPORARY INCREASE 

OF THE MEDICAID FMAP.—
(1) PERMITTING MAINTENANCE OF FISCAL YEAR 

2002 FMAP FOR LAST 2 CALENDAR QUARTERS OF 
FISCAL YEAR 2003.—Subject to paragraph (5), if 
the FMAP determined without regard to this 
subsection for a State for fiscal year 2003 is less 
than the FMAP as so determined for fiscal year 
2002, the FMAP for the State for fiscal year 2002 
shall be substituted for the State’s FMAP for 
the third and fourth calendar quarters of fiscal 
year 2003, before the application of this sub-
section. 

(2) PERMITTING MAINTENANCE OF FISCAL YEAR 
2003 FMAP FOR FIRST 3 QUARTERS OF FISCAL YEAR 
2004.—Subject to paragraph (5), if the FMAP de-
termined without regard to this subsection for a 
State for fiscal year 2004 is less than the FMAP 
as so determined for fiscal year 2003, the FMAP 
for the State for fiscal year 2003 shall be sub-
stituted for the State’s FMAP for the first, sec-
ond, and third calendar quarters of fiscal year 
2004, before the application of this subsection. 

(3) GENERAL 2.95 PERCENTAGE POINTS INCREASE 
FOR LAST 2 CALENDAR QUARTERS OF FISCAL YEAR 
2003 AND FIRST 3 CALENDAR QUARTERS OF FISCAL 
YEAR 2004.—Subject to paragraphs (5), (6), and 
(7), for each State for the third and fourth cal-
endar quarters of fiscal year 2003 and for the 
first, second, and third calendar quarters of fis-
cal year 2004, the FMAP (taking into account 
the application of paragraphs (1) and (2)) shall 
be increased by 2.95 percentage points. 

(4) INCREASE IN CAP ON MEDICAID PAYMENTS 
TO TERRITORIES.—Subject to paragraphs (6) and 
(7), with respect to the third and fourth cal-
endar quarters of fiscal year 2003 and the first, 
second, and third calendar quarters of fiscal 
year 2004, the amounts otherwise determined for 
Puerto Rico, the Virgin Islands, Guam, the 
Northern Mariana Islands, and American 
Samoa under subsections (f) and (g) of section 

1108 of the Social Security Act (42 U.S.C. 1308) 
shall each be increased by an amount equal to 
5.90 percent of such amounts. 

(5) SCOPE OF APPLICATION.—The increases in 
the FMAP for a State under this subsection 
shall apply only for purposes of title XIX of the 
Social Security Act and shall not apply with re-
spect to—

(A) disproportionate share hospital payments 
described in section 1923 of such Act (42 U.S.C. 
1396r–4); 

(B) payments under title IV or XXI of such 
Act (42 U.S.C. 601 et seq. and 1397aa et seq.); or 

(C) any payments under XIX of such Act that 
are based on the enhanced FMAP described in 
section 2105(b) of such Act (42 U.S.C. 1397ee(b)). 

(6) STATE ELIGIBILITY.—
(A) IN GENERAL.—Subject to subparagraph 

(B), a State is eligible for an increase in its 
FMAP under paragraph (3) or an increase in a 
cap amount under paragraph (4) only if the eli-
gibility under its State plan under title XIX of 
the Social Security Act (including any waiver 
under such title or under section 1115 of such 
Act (42 U.S.C. 1315)) is no more restrictive than 
the eligibility under such plan (or waiver) as in 
effect on September 2, 2003. 

(B) STATE REINSTATEMENT OF ELIGIBILITY PER-
MITTED.—A State that has restricted eligibility 
under its State plan under title XIX of the So-
cial Security Act (including any waiver under 
such title or under section 1115 of such Act (42 
U.S.C. 1315)) after September 2, 2003, is eligible 
for an increase in its FMAP under paragraph 
(3) or an increase in a cap amount under para-
graph (4) in the first calendar quarter (and sub-
sequent calendar quarters) in which the State 
has reinstated eligibility that is no more restric-
tive than the eligibility under such plan (or 
waiver) as in effect on September 2, 2003. 

(C) RULE OF CONSTRUCTION.—Nothing in sub-
paragraph (A) or (B) shall be construed as af-
fecting a State’s flexibility with respect to bene-
fits offered under the State medicaid program 
under title XIX of the Social Security Act (42 
U.S.C. 1396 et seq.) (including any waiver under 
such title or under section 1115 of such Act (42 
U.S.C. 1315)). 

(7) REQUIREMENT FOR CERTAIN STATES.—In 
the case of a State that requires political sub-
divisions within the State to contribute toward 
the non-Federal share of expenditures under the 
State medicaid plan required under section 
1902(a)(2) of the Social Security Act (42 U.S.C. 
1396a(a)(2)), the State shall not require that 
such political subdivisions pay a greater per-
centage of the non-Federal share of such ex-
penditures for the third and fourth calendar 
quarters of fiscal year 2003 and the first, second 
and third calendar quarters of fiscal year 2004, 
than the percentage that was required by the 
State under such plan on April 1, 2003, prior to 
application of this subsection. 

(8) DEFINITIONS.—In this subsection: 
(A) FMAP.—The term ‘‘FMAP’’ means the 

Federal medical assistance percentage, as de-
fined in section 1905(b) of the Social Security 
Act (42 U.S.C. 1396d(b)). 

(B) STATE.—The term ‘‘State’’ has the mean-
ing given such term for purposes of title XIX of 
the Social Security Act (42 U.S.C. 1396 et seq.). 

(9) REPEAL.—Effective as of October 1, 2004, 
this subsection is repealed. 

(b) $10,000,000,000 TO ASSIST STATES IN PRO-
VIDING GOVERNMENT SERVICES.—The Social Se-
curity Act (42 U.S.C. 301 et seq.) is amended by 
inserting after title V the following: 

‘‘TITLE VI—TEMPORARY STATE FISCAL 
RELIEF 

‘‘SEC. 601. TEMPORARY STATE FISCAL RELIEF. 
‘‘(a) APPROPRIATION.—There is authorized to 

be appropriated and is appropriated for making 
payments to States under this section, 
$5,000,000,000 for each of fiscal years 2003 and 
2004. 

‘‘(b) PAYMENTS.—
‘‘(1) FISCAL YEAR 2003.—From the amount ap-

propriated under subsection (a) for fiscal year 
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1 Modified adjusted gross income is the taxpayer’s 
total gross income plus certain amounts excluded 
from gross income (i.e., excluded income of: U.S. 
citizens or residents living abroad (sec. 911), resi-
dents of Guam, American Samoa, and the Northern 
Mariana Islands (sec. 931), and residents of Puerto 
Rico (sec. 933)). 

2 The $10,500 amount is indexed for inflation. 
3 The increase in refundability to 15 percent of the 

taxpayer’s earned income, scheduled for calendar 
years 2005 and thereafter, is not accelerated under 
the provision. 

2003, the Secretary of the Treasury shall, not 
later than the later of the date that is 45 days 
after the date of enactment of this Act or the 
date that a State provides the certification re-
quired by subsection (e) for fiscal year 2003, pay 
each State the amount determined for the State 
for fiscal year 2003 under subsection (c). 

‘‘(2) FISCAL YEAR 2004.—From the amount ap-
propriated under subsection (a) for fiscal year 
2004, the Secretary of the Treasury shall, not 
later than the later of October 1, 2003, or the 
date that a State provides the certification re-
quired by subsection (e) for fiscal year 2004, pay 
each State the amount determined for the State 
for fiscal year 2004 under subsection (c).

‘‘(c) PAYMENTS BASED ON POPULATION.—
‘‘(1) IN GENERAL.—Subject to paragraph (2), 

the amount appropriated under subsection (a) 
for each of fiscal years 2003 and 2004 shall be 
used to pay each State an amount equal to the 
relative population proportion amount described 
in paragraph (3) for such fiscal year. 

‘‘(2) MINIMUM PAYMENT.—
‘‘(A) IN GENERAL.—No State shall receive a 

payment under this section for a fiscal year that 
is less than—

‘‘(i) in the case of 1 of the 50 States or the Dis-
trict of Columbia, 1⁄2 of 1 percent of the amount 
appropriated for such fiscal year under sub-
section (a); and 

‘‘(ii) in the case of the Commonwealth of 
Puerto Rico, the United States Virgin Islands, 
Guam, the Commonwealth of the Northern Mar-
iana Islands, or American Samoa, 1⁄10 of 1 per-
cent of the amount appropriated for such fiscal 
year under subsection (a). 

‘‘(B) PRO RATA ADJUSTMENTS.—The Secretary 
of the Treasury shall adjust on a pro rata basis 
the amount of the payments to States deter-
mined under this section without regard to this 
subparagraph to the extent necessary to comply 
with the requirements of subparagraph (A). 

‘‘(3) RELATIVE POPULATION PROPORTION 
AMOUNT.—The relative population proportion 
amount described in this paragraph is the prod-
uct of—

‘‘(A) the amount described in subsection (a) 
for a fiscal year; and 

‘‘(B) the relative State population proportion 
(as defined in paragraph (4)). 

‘‘(4) RELATIVE STATE POPULATION PROPORTION 
DEFINED.—For purposes of paragraph (3)(B), the 
term ‘‘relative State population proportion’’ 
means, with respect to a State, the amount 
equal to the quotient of—

‘‘(A) the population of the State (as reported 
in the most recent decennial census); and 

‘‘(B) the total population of all States (as re-
ported in the most recent decennial census). 

‘‘(d) USE OF PAYMENT.—
‘‘(1) IN GENERAL.—Subject to paragraph (2), a 

State shall use the funds provided under a pay-
ment made under this section for a fiscal year 
to—

‘‘(A) provide essential government services; or 
‘‘(B) cover the costs to the State of complying 

with any Federal intergovernmental mandate 
(as defined in section 421(5) of the Congressional 
Budget Act of 1974) to the extent that the man-
date applies to the State, and the Federal Gov-
ernment has not provided funds to cover the 
costs. 

‘‘(2) LIMITATION.—A State may only use funds 
provided under a payment made under this sec-
tion for types of expenditures permitted under 
the most recently approved budget for the State. 

‘‘(e) CERTIFICATION.—In order to receive a 
payment under this section for a fiscal year, the 
State shall provide the Secretary of the Treas-
ury with a certification that the State’s pro-
posed uses of the funds are consistent with sub-
section (d). 

‘‘(f) DEFINITION OF STATE.—In this section, 
the term ‘State’ means the 50 States, the District 
of Columbia, the Commonwealth of Puerto Rico, 
the United States Virgin Islands, Guam, the 
Commonwealth of the Northern Mariana Is-
lands, and American Samoa. 

‘‘(g) REPEAL.—Effective as of October 1, 2004, 
this title is repealed.’’. 

TITLE V—CORPORATE ESTIMATED TAX 
PAYMENTS FOR 2003

SEC. 501. TIME FOR PAYMENT OF CORPORATE ES-
TIMATED TAXES. 

Notwithstanding section 6655 of the Internal 
Revenue Code of 1986, 25 percent of the amount 
of any required installment of corporate esti-
mated tax which is otherwise due in September 
2003 shall not be due until October 1, 2003.

And the Senate agree to the same. 

WILLIAM M. THOMAS, 
TOM DELAY, 

Managers on the Part of the House. 

CHUCK GRASSLEY, 
ORRIN HATCH, 
DON NICKLES, 
TRENT LOTT, 

Managers on the Part of the Senate.

JOINT EXPLANATORY STATEMENT OF 
THE COMMITTEE OF CONFERENCE 

The managers on the part of the House and 
the Senate at the conference on the dis-
agreeing votes of the two Houses on the 
amendment of the Senate to the bill (H.R. 2), 
to provide for reconciliation pursuant to sec-
tion 201 of the concurrent resolution on the 
budget for fiscal year 2004, submit the fol-
lowing joint statement to the House and the 
Senate in explanation of the effect of the ac-
tion agreed upon by the managers and rec-
ommended in the accompanying conference 
report: 

The Senate amendment struck all of the 
House bill after the enacting clause and in-
serted a substitute text. 

The House recedes from its disagreement 
to the amendment of the Senate with an 
amendment that is a substitute for the 
House bill and the Senate amendment. The 
differences between the House bill, the Sen-
ate amendment, and the substitute agreed to 
in conference are noted below, except for 
clerical corrections, conforming changes 
made necessary by agreements reached by 
the conferees, and minor drafting an clari-
fying changes. 

I. ACCELERATION OF CERTAIN PREVIOUSLY 
ENACTED TAX REDUCTIONS 

A. Accelerate the Increase in the Child Tax 
Credit (Sec. 101 of the House Bill, Sec. 106 
of the Senate Amendment, and Sec. 24 of 
the Code) 

PRESENT LAW 
In general 

For 2003, an individual may claim a $600 
tax credit for each qualifying child under the 
age of 17. In general, a qualifying child is an 
individual for whom the taxpayer can claim 
a dependency exemption and who is the tax-
payer’s son or daughter (or descendent of ei-
ther), stepson or stepdaughter (or descendent 
of either), or eligible foster child. 

The child tax credit is scheduled to in-
crease to $1,000, phased-in over several years. 

Table 1, below, shows the scheduled in-
creases of the child tax credit as provided 
under the Economic Growth and Tax Relief 
Reconciliation Act of 2001 (‘‘EGTRRA’’).

TABLE 1.—SCHEDULED INCREASE OF THE CHILD TAX 
CREDIT 

Taxable year Credit amount per 
child 

2003–2004 ....................................................................... $600 
2005–2008 ....................................................................... 700 
2009 ................................................................................. 800 
20101 ............................................................................... 1,000 

1 The credit reverts to $500 in taxable years beginning after December 31, 
2010, under the sunset provision of EGTRRA. 

The child tax credit is phased-out for indi-
viduals with income over certain thresholds. 

Specifically, the otherwise allowable child 
tax credit is reduced by $50 for each $1,000 (or 
fraction thereof) of modified adjusted gross 
income over $75,000 for single individuals or 
heads of households, $110,000 for married in-
dividuals filing joint returns, and $55,000 for 
married individuals filing separate returns.1 
The length of the phase-out range depends on 
the number of qualifying children. For exam-
ple, the phase-out range for a single indi-
vidual with one qualifying child is between 
$75,000 and $87,000 of modified adjusted gross 
income. The phase-out range for a single in-
dividual with two qualifying children is be-
tween $75,000 and $99,000. 

The amount of the tax credit and the 
phase-out ranges are not adjusted annually 
for inflation. 
Refundability 

For 2003, the child credit is refundable to 
the extent of 10 percent of the taxpayer’s 
earned income in excess of $10,500.2 The per-
centage is increased to 15 percent for taxable 
years 2005 and thereafter. Families with 
three or more children are allowed a refund-
able credit for the amount by which the tax-
payer’s social security taxes exceed the tax-
payer’s earned income credit, if that amount 
is greater than the refundable credit based 
on the taxpayer’s earned income in excess of 
$10,500 (for 2003). The refundable portion of 
the child credit does not constitute income 
and is not treated as resources for purposes 
of determining eligibility or the amount or 
nature of benefits or assistance under any 
Federal program or any State or local pro-
gram financed with Federal funds. For tax-
able years beginning after December 31, 2010, 
the sunset provision of EGTRRA applies to 
the rules allowing refundable child credits. 
Alternative minimum tax liability 

The child credit is allowed against the in-
dividual’s regular income tax and alter-
native minimum tax. For taxable years be-
ginning after December 31, 2010, the sunset 
provision of EGTRRA applies to the rules al-
lowing the child credit against the alter-
native minimum tax. 

HOUSE BILL 
Under the House bill, the amount of the 

child credit is increased to $1,000 for 2003 
through 2005.3 After 2005, the child credit will 
revert to the levels provided under present 
law. For 2003, the increased amount of the 
child credit will be paid in advance begin-
ning in July, 2003, on the basis of informa-
tion on each taxpayer’s 2002 return filed in 
2003. Such payments will be made in a man-
ner similar to the advance payment checks 
issued by the Treasury in 2001 to reflect the 
creation of the 10–percent regular income tax 
rate bracket. 

Effective date.—The House bill provision is 
effective for taxable years beginning after 
December 31, 2002, and before January 1, 2006. 

SENATE AMENDMENT 
The amount of the child credit is increased 

to $1,000 for 2003 and thereafter. For 2003, the 
increased amount of the child credit will be 
paid in advance beginning in July 2003 on the 
basis of information on each taxpayer’s 2002 
return filed in 2003. Advance payments will 
be made in a similar manner to the advance 
payment checks issued by the Treasury in 
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4 The increase in refundability to 15 percent of the 
taxpayer’s earned income, scheduled for calendar 
years 2005 and thereafter, is not accelerated under 
the provision. 

5 Additional standard deductions are allowed with 
respect to any individual who is elderly (age 65 or 
over) or blind. 

6 For 2003, the basic standard deduction amounts 
are: (1) $4,750 for unmarried individuals; (2) $7,950 for 
married individuals filing a joint return; (3) $7,000 
for heads of households; and (4) $3,975 for married in-
dividuals filing separately. 

7 The basic standard deduction for a married tax-
payer filing separately will continue to equal one-
half of the basic standard deduction for a married 
couple filing jointly; thus, the basic standard deduc-
tion for unmarried individuals filing a single return 
and for married couples filing separately will be the 
same after the phase-in period.

8 Under present law, the rate bracket breakpoint 
for the 38.6 percent marginal tax rate is the same for 
single individuals and married couples filing joint 
returns. 

2001 to reflect the creation of the 10–percent 
regular income tax rate bracket. The in-
crease in the refundable portion of the credit 
from 10 percent to 15 percent of the tax-
payer’s earned income in excess of the 
threshold amount is accelerated to 2003 from 
2005. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. 

CONFERENCE AGREEMENT 
Under the conference agreement, the 

amount of the child credit is increased to 
$1,000 for 2003 and 2004.4 After 2004, the child 
credit will revert to the levels provided 
under present law. For 2003, the increased 
amount of the child credit will be paid in ad-
vance beginning in July, 2003, on the basis of 
information on each taxpayer’s 2002 return 
filed in 2003. The IRS is not expected to issue 
advance payment checks to an individual 
who did not claim the child credit for 2002. 
Such payments will be made in a manner 
similar to the advance payment checks 
issued by the Treasury in 2001 to reflect the 
creation of the 10–percent regular income tax 
rate bracket. 

Effective date.—The conference agreement 
provision is effective for taxable years begin-
ning after December 31, 2002, and before Jan-
uary 1, 2005. 
B. Accelerate Marriage Penalty Relief (Secs. 

102 and 103 of the House Bill, Secs. 104 and 
105 of the Senate Amendment and Secs. 1 
and 63 of the Code) 

1. Standard deduction marriage penalty re-
lief 

PRESENT LAW 
Marriage penalty 

A married couple generally is treated as 
one tax unit that must pay tax on the cou-
ple’s total taxable income. Although married 
couples may elect to file separate returns, 
the rate schedules and other provisions are 
structured so that filing separate returns 
usually results in a higher tax than filing a 
joint return. Other rate schedules apply to 
single persons and to single heads of house-
holds. 

A ‘‘marriage penalty’’ exists when the 
combined tax liability of a married couple 
filing a joint return is greater than the sum 
of the tax liabilities of each individual com-
puted as if they were not married. A ‘‘mar-
riage bonus’’ exists when the combined tax 
liability of a married couple filing a joint re-
turn is less than the sum of the tax liabil-
ities of each individual computed as if they 
were not married. 
Basic standard deduction 

Taxpayers who do not itemize deductions 
may choose the basic standard deduction 
(and additional standard deductions, if appli-
cable),5 which is subtracted from adjusted 
gross income (‘‘AGI’’) in arriving at taxable 
income. The size of the basic standard deduc-
tion varies according to filing status and is 
adjusted annually for inflation.6 For 2003, the 
basic standard deduction for married couples 
filing a joint return is 167 percent of the 
basic standard deduction for single filers. 
(Alternatively, the basic standard deduction 
amount for single filers is 60 percent of the 
basic standard deduction amount for married 

couples filing joint returns.) Thus, two un-
married individuals have standard deduc-
tions whose sum exceeds the standard deduc-
tion for a married couple filing a joint re-
turn. 

EGTRRA increased the basic standard de-
duction for a married couple filing a joint re-
turn to twice the basic standard deduction 
for an unmarried individual filing a single 
return.7 The increase in the standard deduc-
tion for married taxpayers filing a joint re-
turn is scheduled to be phased-in over five 
years beginning in 2005 and will be fully 
phased-in for 2009 and thereafter. Table 2, 
below, shows the standard deduction for 
married couples filing a joint return as a per-
centage of the standard deduction for single 
individuals during the phase-in period. 

TABLE 2.—SCHEDULED PHASE-IN OF INCREASE OF THE 
BASIC STANDARD DEDUCTION FOR MARRIED COUPLES 
FILING JOINT RETURNS 

Taxable year 

Standard deduction for mar-
ried couples filing joint re-

turns as percentage of stand-
ard deduction for unmarried 

individual returns 

2005 ............................................................. 174 
2006 ............................................................. 184 
2007 ............................................................. 187 
2008 ............................................................. 190 
2009 and 20101 .......................................... 200 

1 The basic standard deduction increases are repealed for taxable years 
beginning after December 31, 2010, under the sunset provision of EGTRRA. 

HOUSE BILL 

The House bill accelerates the increase in 
the basic standard deduction amount for 
joint returns to twice the basic standard de-
duction amount for single returns effective 
for 2003, 2004, and 2005. For taxable years be-
ginning after 2005, the applicable percentages 
will revert to those allowed under present 
law, as described above. 

Effective date.—The House bill provision is 
effective for taxable years beginning after 
December 31, 2002, and before January 1, 2006. 

SENATE AMENDMENT 

The Senate amendment increases in the 
basic standard deduction amount for joint 
returns to 195 percent of the basic standard 
deduction amount for single returns effec-
tive for 2003. The Senate amendment also in-
creases in the basic standard deduction 
amount for joint returns to twice the basic 
standard deduction amount for single re-
turns effective for 2004. For taxable years be-
ginning after 2004, the applicable percentages 
will revert to those allowed under present 
law, as described above. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002 and before Janu-
ary 1, 2005.

CONFERENCE AGREEMENT 

The conference agreement increases the 
basic standard deduction amount for joint 
returns to twice the basic standard deduc-
tion amount for single returns effective for 
2003 and 2004. For taxable years beginning 
after 2004, the applicable percentages will re-
vert to those allowed under present law, as 
described above. 

Effective date.—The conference agreement 
provision is effective for taxable years begin-
ning after December 31, 2002, and before Jan-
uary 1, 2005. 

2. Accelerate the expansion of the 15-percent 
rate bracket for married couples filing 
joint returns 

PRESENT LAW 
In general 

Under the Federal individual income tax 
system, an individual who is a citizen or 
resident of the United States generally is 
subject to tax on worldwide taxable income. 
Taxable income is total gross income less 
certain exclusions, exemptions, and deduc-
tions. An individual may claim either a 
standard deduction or itemized deductions. 

An individual’s income tax liability is de-
termined by computing his or her regular in-
come tax liability and, if applicable, alter-
native minimum tax liability. 
Regular income tax liability 

Regular income tax liability is determined 
by applying the regular income tax rate 
schedules (or tax tables) to the individual’s 
taxable income and then is reduced by any 
applicable tax credits. The regular income 
tax rate schedules are divided into several 
ranges of income, known as income brackets, 
and the marginal tax rate increases as the 
individual’s income increases. The income 
bracket amounts are adjusted annually for 
inflation. Separate rate schedules apply 
based on filing status: single individuals 
(other than heads of households and sur-
viving spouses), heads of households, married 
individuals filing joint returns (including 
surviving spouses), married individuals filing 
separate returns, and estates and trusts. 
Lower rates may apply to capital gains. 

In general, the bracket breakpoints for sin-
gle individuals are approximately 60 percent 
of the rate bracket breakpoints for married 
couples filing joint returns.8 The rate brack-
et breakpoints for married individuals filing 
separate returns are exactly one-half of the 
rate brackets for married individuals filing 
joint returns. A separate, compressed rate 
schedule applies to estates and trusts. 
15–percent regular income tax rate bracket 

EGTRRA increased the size of the 15-per-
cent regular income tax rate bracket for a 
married couple filing a joint return to twice 
the size of the corresponding rate bracket for 
a single individual filing a single return. The 
increase is phased-in over four years, begin-
ning in 2005. Therefore, this provision is fully 
effective (i.e., the size of the 15-percent reg-
ular income tax rate bracket for a married 
couple filing a joint return is twice the size 
of the 15-percent regular income tax rate 
bracket for an unmarried individual filing a 
single return) for taxable years beginning 
after December 31, 2007. Table 3, below, 
shows the increase in the size of the 15-per-
cent bracket during the phase-in period.

TABLE 3.—SCHEDULED INCREASE IN SIZE OF THE 15-
PERCENT RATE BRACKET FOR MARRIED COUPLES FIL-
ING JOINT RETURNS 

Taxable year 

End point of 15-percent rate 
bracket for married couples 

filing joint returns as percent-
age of end point of 15-per-
cent rate bracket for unmar-

ried individuals 

2005 ............................................................. 180 
2006 ............................................................. 187 
2007 ............................................................. 193 
2008 through 2010 1 ................................... 200 

1 The increases in the 15-percent rate bracket for married couples filing a 
joint return are repealed for taxable years beginning after December 31, 
2010, under the sunset of EGTRRA. 

HOUSE BILL 
The House bill accelerates the increase of 

the size of the 15-percent regular income tax 
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9 The regular income tax rates will revert to these 
percentages for taxable years beginning after De-
cember 31, 2010, under the sunset of EGTRRA. 

10 See the discussion of the provision regarding 
marriage penalty relief in the 15–percent regular in-
come tax bracket, above. 

rate bracket for joint returns to twice the 
width of the 15-percent regular income tax 
rate bracket for single returns for taxable 
years beginning in 2003, 2004, and 2005. For 
taxable years beginning after 2005, the appli-
cable percentages will revert to those al-
lowed under present law, as described above. 

Effective date.—The House bill provision is 
effective for taxable years beginning after 
December 31, 2002, and before January 1, 2006. 

SENATE AMENDMENT 

The Senate amendment increases in the 
size of the 15-percent regular income tax rate 
bracket for joint returns to 195 percent of 
the size of the 15-percent regular income tax 
rate bracket for single returns effective for 
2003. The Senate amendment also increases 
in the size of the 15-percent regular income 
tax rate bracket for joint returns to twice 
the size of the 15-percent regular income tax 
rate bracket for single returns effective for 
2004. For taxable years beginning after 2004, 
the applicable percentages will revert to 
those allowed under present law, as described 
above. 

Effective date.—The provision is effective 
for taxable years beginning after December 
31, 2002 and before January 1, 2005. 

CONFERENCE AGREEMENT 

The conference agreement increases the 
size of the 15-percent regular income tax rate 
bracket for joint returns to twice the width 
of the 15-percent regular income tax rate 
bracket for single returns for taxable years 
beginning in 2003 and 2004. For taxable years 
beginning after 2004, the applicable percent-
ages will revert to those allowed under 
present law, as described above. 

Effective date.—The conference agreement 
provision is effective for taxable years begin-
ning after December 31, 2002, and before Jan-
uary 1, 2005. 

C. Accelerate Reductions in Individual In-
come Tax Rates (Secs. 101, 102 and 103 of 
the House Bill, Secs. 101, 102 and 103 of the 
Senate Amendment, and Secs. 1 and 55 of 
the Code) 

PRESENT LAW 

In general 

Under the Federal individual income tax 
system, an individual who is a citizen or a 
resident of the United States generally is 
subject to tax on worldwide taxable income. 
Taxable income is total gross income less 
certain exclusions, exemptions, and deduc-
tions. An individual may claim either a 
standard deduction or itemized deductions. 

An individual’s income tax liability is de-
termined by computing his or her regular in-
come tax liability and, if applicable, alter-
native minimum tax liability. 

Regular income tax liability 

Regular income tax liability is determined 
by applying the regular income tax rate 
schedules (or tax tables) to the individual’s 
taxable income. This tax liability is then re-
duced by any applicable tax credits. The reg-
ular income tax rate schedules are divided 
into several ranges of income, known as in-
come brackets, and the marginal tax rate in-
creases as the individual’s income increases. 
The income bracket amounts are adjusted 
annually for inflation. Separate rate sched-
ules apply based on filing status: single indi-
viduals (other than heads of households and 
surviving spouses), heads of households, mar-
ried individuals filing joint returns (includ-
ing surviving spouses), married individuals 
filing separate returns, and estates and 
trusts. Lower rates may apply to capital 
gains. 

For 2003, the regular income tax rate 
schedules for individuals are shown in Table 
4, below. The rate bracket breakpoints for 
married individuals filing separate returns 
are exactly one-half of the rate brackets for 
married individuals filing joint returns. A 
separate, compressed rate schedule applies 
to estates and trusts.

TABLE 4.—INDIVIDUAL REGULAR 
INCOME TAX RATES FOR 2003 

If taxable income 
is over: 

But not 
over: 

Then regular in-
come tax equals: 

Single Individuals 

$0 .................... $6,000 10% of taxable 
income. 

$6,000 .............. $28,400 $600, plus 15% 
of the 
amount over 
$6,000. 

$28,400 ............. $68,800 $3,960.00, plus 
27% of the 
amount over 
$28,400. 

$68,800 ............. $143,500 $14,868.00, plus 
30% of the 
amount over 
$68,800. 

$143,500 ........... $311,950 $37,278.00, plus 
35% of the 
amount over 
$143,500. 

Over 311,950 .... $96,235.50, plus 
38.6% of the 
amount over 
$311,950. 

Head of Households

$0 .................... $10,000 10% of taxable 
income. 

$10,000 ............. $38,050 $1,000, plus 
15% of the 
amount over 
$10,000. 

$38,050 ............. $98,250 $5,207.50, plus 
27% of the 
amount over 
$38,050. 

$98,250 ............. $159,100 $21,461.50, plus 
30% of the 
amount over 
$98,250. 

$159,100 ........... $311,950 $39,716.50, plus 
35% of the 
amount over 
$159,100. 

Over 311,950 .... $93,214, plus 
38.6% of the 
amount over 
$311,950. 

Married Individuals Filing Joint Returns

$0 .................... $12,000 10% of taxable 
income. 

$12,000 ............. $47,450 $1,200, plus 
15% of the 
amount over 
$12,000. 

$47,450 ............. $114,650 $6,517.50, plus 
27% of the 
amount over 
$47,450. 

$114,650 ........... $174,700 $24,661.50, plus 
30% of the 
amount over 
$114,650. 

$174,700 ........... $311,950 $42,676.50, plus 
35% of the 
amount over 
$174,700. 

Over 311,950 .... $90,714, plus 
38.6% of the 
amount over 
$311,950. 

Ten-percent regular income tax rate 

Under present law, the 10-percent rate ap-
plies to the first $6,000 of taxable income for 
single individuals, $10,000 of taxable income 
for heads of households, and $12,000 for mar-
ried couples filing joint returns. Effective be-
ginning in 2008, the $6,000 amount will in-
crease to $7,000 and the $12,000 amount will 
increase to $14,000.

The taxable income levels for the 10-per-
cent rate bracket will be adjusted annually 
for inflation for taxable years beginning 
after December 31, 2008. The bracket for sin-
gle individuals and married individuals filing 
separately is one-half for joint returns (after 
adjustment of that bracket for inflation). 

The 10-percent rate bracket will expire for 
taxable years beginning after December 31, 
2010, under the sunset provision of the Eco-
nomic Growth and Tax Relief Reconciliation 
Act of 2001 (‘‘EGTRRA’’). 

Reduction of other regular income tax rates 

Prior to EGTRRA, the regular income tax 
rates were 15 percent, 28 percent, 31 percent, 
36 percent, and 39.6 percent.9 EGTRRA added 
the 10-percent regular income tax rate, de-
scribed above, and retained the 15-percent 
regular income tax rate. Also, the 15-percent 
regular income tax bracket was modified to 
begin at the end of the 10-percent regular in-
come tax bracket. EGTRRA also made other 
changes to the 15-percent regular income tax 
bracket.10 

Also, under EGTRRA, the 28 percent, 31 
percent, 36 percent, and 39.6 percent rates are 
phased down over six years to 25 percent, 28 
percent, 33 percent, and 35 percent, effective 
after June 30, 2001. The taxable income levels 
for the rates above the 15-percent rate in all 
taxable years are the same as the taxable in-
come levels that apply under the prior-law 
rates. 

Table 5, below, shows the schedule of reg-
ular income tax rate reductions.

TABLE 5.—SCHEDULED REGULAR INCOME TAX RATE 
REDUCTIONS 

Taxable year 28% rate
reduced to: 

31% rate
reduced to: 

36% rate
reduced to: 

39.6% rate
reduced to: 

20011–2003 .... 27% 30% 35% 38.6% 
2004–2005 ...... 26% 29% 34% 37.6% 
2006 thru 

20102 .......... 25% 28% 33% 35.0% 

1 Effective July 1, 2001. 
2 The reduction in the regular income tax rates are repealed for taxable 

years beginning after December 31, 2010, under the sunset provision of 
EGTRRA. 

Alternative minimum tax 

The alternative minimum tax is the 
amount by which the tentative minimum tax 
exceeds the regular income tax. An individ-
ual’s tentative minimum tax is an amount 
equal to (1) 26 percent of the first $175,000 
($87,500 in the case of a married individual 
filing a separate return) of alternative min-
imum taxable income (‘‘AMTI’’) in excess of 
a phased-out exemption amount and (2) 28 
percent of the remaining AMTI. The max-
imum tax rates on net capital gain used in 
computing the tentative minimum tax are 
the same as under the regular tax. AMTI is 
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11 Pub. Law No. 107–147, sec. 101 (2002). 
12 The additional first-year depreciation deduction 

is subject to the general rules regarding whether an 
item is deductible under section 162 or subject to 
capitalization under section 263 or section 263A. 

13 However, the additional first-year depreciation 
deduction is not allowed for purposes of computing 
earnings and profits. 

the individual’s taxable income adjusted to 
take account of specified preferences and ad-
justments. The exemption amounts are: (1) 
$49,000 ($45,000 in taxable years beginning 
after 2004) in the case of married individuals 
filing a joint return and surviving spouses; 
(2) $35,750 ($33,750 in taxable years beginning 
after 2004) in the case of other unmarried in-
dividuals; (3) $24,500 ($22,500 in taxable years 
beginning after 2004) in the case of married 
individuals filing a separate return; and (4) 
$22,500 in the case of an estate or trust. The 
exemption amounts are phased out by an 
amount equal to 25 percent of the amount by 
which the individual’s AMTI exceeds (1) 
$150,000 in the case of married individuals fil-
ing a joint return and surviving spouses, (2) 
$112,500 in the case of other unmarried indi-
viduals, and (3) $75,000 in the case of married 
individuals filing separate returns or an es-
tate or a trust. These amounts are not in-
dexed for inflation. 

HOUSE BILL 
Ten-percent regular income tax rate 

The House bill accelerates the increase in 
the taxable income levels for the 10-percent 
rate bracket now scheduled for 2008 to be ef-
fective in 2003, 2004, and 2005. Specifically, for 
2003, 2004, and 2005, the proposal increases the 
taxable income level for the 10-percent reg-
ular income tax rate brackets for unmarried 
individuals from $6,000 to $7,000 and for mar-
ried individuals filing jointly from $12,000 to 
$14,000. The taxable income levels for the 10-
percent regular income tax rate bracket will 
be adjusted annually for inflation for taxable 
years beginning after December 31, 2003. 

For taxable years beginning after Decem-
ber 31, 2005, the taxable income levels for the 
10-percent rate bracket will revert to the lev-
els allowed under present law. Therefore, for 
2006 and 2007, the levels will revert to $6,000 
for unmarried individuals and $12,000 for 
married individuals filing jointly. In 2008, 
the taxable income levels for the 10-percent 
regular income tax rate brackets will be 
$7,000 for unmarried individuals and $14,000 
for married individuals filing jointly. The 
taxable income levels for the 10-percent rate 
bracket will be adjusted annually for infla-
tion for taxable years beginning after De-
cember 31, 2008. 
Reduction of other regular income tax rates 

The House bill accelerates the reductions 
in the regular income tax rates in excess of 
the 15-percent regular income tax rate that 
are scheduled for 2004 and 2006. Therefore, for 
2003 and thereafter, the regular income tax 
rates in excess of 15 percent under the bill 
are 25 percent, 28 percent, 33 percent, and 35 
percent. 
Alternative minimum tax exemption amounts 

The House bill increases the AMT exemp-
tion amount for married taxpayers filing a 
joint return and surviving spouses to $64,000, 
and for unmarried taxpayers to $43,250, for 
taxable years beginning in 2003, 2004, and 
2005.
Effective date 

The House bill provision is effective for 
taxable years beginning after December 31, 
2002 and before January 1, 2006. 

SENATE AMENDMENT 
Ten-percent regular income tax rate 

The Senate amendment accelerates the 
scheduled increase in the taxable income lev-
els for the 10-percent rate bracket. Specifi-
cally, beginning in 2003, the Senate amend-
ment increases the taxable income level for 
the 10-percent regular income tax rate 
brackets for single individuals from $6,000 to 
$7,000 and for married individuals filing 
jointly from $12,000 to $14,000. The taxable in-
come levels for the 10-percent regular in-
come tax rate bracket will be adjusted annu-

ally for inflation for taxable years beginning 
after December 31, 2003. 

Reduction of other regular income tax rates 

The Senate amendment accelerates the re-
ductions in the regular income tax rates in 
excess of the 15-percent regular income tax 
rate that are scheduled for 2004 and 2006. 
Therefore, for 2003 and thereafter, the reg-
ular income tax rates in excess of 15 percent 
under the bill are 25 percent, 28 percent, 33 
percent, and 35 percent. 

Alternative minimum tax exemption amounts 

The Senate amendment increases the AMT 
exemption amount for married taxpayers fil-
ing a joint return and surviving spouses to 
$60,500, and for unmarried taxpayers to 
$41,500, for taxable years beginning in 2003, 
2004 and 2005. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002 and before Janu-
ary 1, 2006. 

CONFERENCE AGREEMENT 

Ten-percent regular income tax rate 

The conference agreement accelerates the 
increase in the taxable income levels for the 
10-percent rate bracket now scheduled for 
2008 to be effective in 2003 and 2004. Specifi-
cally, for 2003 and 2004, the conference agree-
ment increases the taxable income level for 
the 10-percent regular income tax rate 
brackets for unmarried individuals from 
$6,000 to $7,000 and for married individuals 
filing jointly from $12,000 to $14,000. The tax-
able income levels for the 10-percent regular 
income tax rate bracket will be adjusted an-
nually for inflation for taxable years begin-
ning after December 31, 2003. 

For taxable years beginning after Decem-
ber 31, 2004, the taxable income levels for the 
10-percent rate bracket will revert to the lev-
els allowed under present law. Therefore, for 
2005, 2006, and 2007, the levels will revert to 
$6,000 for unmarried individuals and $12,000 
for married individuals filing jointly. In 2008, 
the taxable income levels for the 10-percent 
regular income tax rate brackets will be 
$7,000 for unmarried individuals and $14,000 
for married individuals filing jointly. The 
taxable income levels for the 10-percent rate 
bracket will be adjusted annually for infla-
tion for taxable years beginning after De-
cember 31, 2008. 

Reduction of other regular income tax rates 

The conference agreement follows the 
House bill and the Senate amendment. 

Alternative minimum tax exemption amounts 

The conference agreement increases the 
AMT exemption amount for married tax-
payers filing a joint return and surviving 
spouses to $58,000, and for unmarried tax-
payers to $40,250 for taxable years beginning 
in 2003 and 2004. 

Effective date 

The conference agreement generally is ef-
fective for taxable years beginning after De-
cember 31, 2002. The conferees recognize that 
withholding at statutorily mandated rates 
(such as pursuant to backup withholding 
under section 3406) has already occurred. The 
conferees intend that taxpayers who have 
been overwithheld as a consequence of this 
obtain a refund of this overwithholding 
through the normal process of filing an in-
come tax return, and not through the payor. 
In addition, the conferees anticipate that the 
Treasury will provide a brief, reasonable pe-
riod of transition for payors to implement 
these changes in these statutorily mandated 
withholding rates.

II. DEPRECIATION AND EXPENSING PROVISIONS 
A. Special Depreciation Allowance for Cer-

tain Property (Sec. 201 of the House Bill 
and Sec. 168 of the Code) 

PRESENT LAW 
In general 

A taxpayer is allowed to recover, through 
annual depreciation deductions, the cost of 
certain property used in a trade or business 
or for the production of income. The amount 
of the depreciation deduction allowed with 
respect to tangible property for a taxable 
year is determined under the modified accel-
erated cost recovery system (‘‘MACRS’’). 
Under MACRS, different types of property 
generally are assigned applicable recovery 
periods and depreciation methods. The re-
covery periods applicable to most tangible 
personal property (generally tangible prop-
erty other than residential rental property 
and nonresidential real property) range from 
3 to 25 years. The depreciation methods gen-
erally applicable to tangible personal prop-
erty are the 200-percent and 150-percent de-
clining balance methods, switching to the 
straight-line method for the taxable year in 
which the depreciation deduction would be 
maximized. 

Section 280F limits the annual deprecia-
tion deductions with respect to passenger 
automobiles to specified dollar amounts, in-
dexed for inflation. 

Section 167(f)(1) provides that capitalized 
computer software costs, other than com-
puter software to which section 197 applies, 
are recovered ratably over 36 months. 

In lieu of depreciation, a taxpayer with a 
sufficiently small amount of annual invest-
ment generally may elect to deduct up to 
$25,000 of the cost of qualifying property 
placed in service for the taxable year (sec. 
179). In general, qualifying property is de-
fined as depreciable tangible personal prop-
erty that is purchased for use in the active 
conduct of a trade or business. 
Additional first year depreciation deduction 

The Job Creation and Worker Assistance 
Act of 2002 11 (‘‘JCWAA’’) allows an addi-
tional first-year depreciation deduction 
equal to 30 percent of the adjusted basis of 
qualified property.12 The amount of the addi-
tional first-year depreciation deduction is 
not affected by a short taxable year. The ad-
ditional first-year depreciation deduction is 
allowed for both regular tax and alternative 
minimum tax purposes for the taxable year 
in which the property is placed in service.13 
The basis of the property and the deprecia-
tion allowances in the year of purchase and 
later years are appropriately adjusted to re-
flect the additional first-year depreciation 
deduction. In addition, there are no adjust-
ments to the allowable amount of deprecia-
tion for purposes of computing a taxpayer’s 
alternative minimum taxable income with 
respect to property to which the provision 
applies. A taxpayer is allowed to elect out of 
the additional first-year depreciation for any 
class of property for any taxable year. 

In order for property to qualify for the ad-
ditional first-year depreciation deduction it 
must meet all of the following requirements. 
First, the property must be property (1) to 
which MACRS applies with an applicable re-
covery period of 20 years or less, (2) water 
utility property (as defined in section 
168(e)(5)), (3) computer software other than 
computer software covered by section 197, or 
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14 A special rule precludes the additional first-year 
depreciation deduction for any property that is re-
quired to be depreciated under the alternative depre-
ciation system of MACRS. 

15 The term ‘‘original use’’ means the first use to 
which the property is put, whether or not such use 
corresponds to the use of such property by the tax-
payer. 

If in the normal course of its business a taxpayer 
sells fractional interests in property to unrelated 
third parties, then the original use of such property 
begins with the first user of each fractional interest 
(i.e., each fractional owner is considered the original 
user of its proportionate share of the property). 

16 A special rule applies in the case of certain 
leased property. In the case of any property that is 
originally placed in service by a person and that is 
sold to the taxpayer and leased back to such person 
by the taxpayer within three months after the date 
that the property was placed in service, the property 
would be treated as originally placed in service by 
the taxpayer not earlier than the date that the prop-
erty is used under the leaseback. 

If property is originally placed in service by a les-
sor (including by operation of section 168(k)(2)(D)(i)), 
such property is sold within three months after the 
date that the property was placed in service, and the 
user of such property does not change, then the 
property is treated as originally placed in service by 
the taxpayer not earlier than the date of such sale. 
A technical correction may be needed so the statute 
reflects this intent. 

17 In order for property to qualify for the extended 
placed in service date, the property is required to 
have a production period exceeding two years or an 
estimated production period exceeding one year and 
a cost exceeding $1 million.

18 Property does not fail to qualify for the addi-
tional first-year depreciation merely because a bind-
ing written contract to acquire a component of the 
property is in effect prior to September 11, 2001. 

19 For purposes of determining the amount of eligi-
ble progress expenditures, it is intended that rules 
similar to sec. 46(d)(3) as in effect prior to the Tax 
Reform Act of 1986 shall apply. 

20 A technical correction may be needed so that the 
statute reflects this intent. 

21 A taxpayer is permitted to elect out of the 50 
percent additional first-year depreciation deduction 
for any class of property for any taxable year. 

22 An extension of the placed in service date of one 
year (i.e., January 1, 2007) is provided for certain 
property with a recovery period of ten years or 
longer and certain transportation property as de-
fined for purposes of the JCWAA. 

23 Property does not fail to qualify for the addi-
tional first-year depreciation merely because a bind-
ing written contract to acquire a component of the 
property is in effect prior to May 6, 2003. However, 
no additional first-year depreciation is permitted on 
any such component. No inference is intended as to 
the proper treatment of components placed in serv-
ice under the 30% additional first-year depreciation 
provided by the JCWAA. 

24 For purposes of determining the amount of eligi-
ble progress expenditures, it is intended that rules 
similar to sec. 46(d)(3) as in effect prior to the Tax 
Reform Act of 1986 shall apply. 

25 Additional section 179 incentives are provided 
with respect to a qualified property used by a busi-
ness in the New York Liberty Zone (sec. 1400(f)) or 
an empowerment zone (sec. 1397A). 

(4) qualified leasehold improvement property 
(as defined in section 168(k)(3)).14 Second, the 
original use 15 of the property must com-
mence with the taxpayer on or after Sep-
tember 11, 2001.16 Third, the taxpayer must 
purchase the property within the applicable 
time period. Finally, the property must be 
placed in service before January 1, 2005. An 
extension of the placed in service date of one 
year (i.e., to January 1, 2006) is provided for 
certain property with a recovery period of 
ten years or longer and certain transpor-
tation property.17 Transportation property is 
defined as tangible personal property used in 
the trade or business of transporting persons 
or property. 

The applicable time period for acquired 
property is (1) after September 10, 2001 and 
before September 11, 2004, but only if no 
binding written contract for the acquisition 
is in effect before September 11, 2001, or (2) 
pursuant to a binding written contract 
which was entered into after September 10, 
2001, and before September 11, 2004.18 With re-
spect to property that is manufactured, con-
structed, or produced by the taxpayer for use 
by the taxpayer, the taxpayer must begin 
the manufacture, construction, or produc-
tion of the property after September 10, 2001, 
and before September 11, 2004. Property that 
is manufactured, constructed, or produced 
for the taxpayer by another person under a 
contract that is entered into prior to the 
manufacture, construction, or production of 
the property is considered to be manufac-
tured, constructed, or produced by the tax-
payer. For property eligible for the extended 
placed in service date, a special rule limits 
the amount of costs eligible for the addi-
tional first year depreciation. With respect 
to such property, only the portion of the 
basis that is properly attributable to the 
costs incurred before September 11, 2004 
(‘‘progress expenditures’’) is eligible for the 
additional first-year depreciation.19 

Property does not qualify for the addi-
tional first-year depreciation deduction 

when the user of such property (or a related 
party) would not have been eligible for the 
additional first-year depreciation deduction 
if the user (or a related party) were treated 
as the owner.20 For example, if a taxpayer 
sells to a related party property that was 
under construction prior to September 11, 
2001, the property does not qualify for the ad-
ditional first-year depreciation deduction. 
Similarly, if a taxpayer sells to a related 
party property that was subject to a binding 
written contract prior to September 11, 2001, 
the property does not qualify for the addi-
tional first-year depreciation deduction. As a 
further example, if a taxpayer (the lessee) 
sells property in a sale-leaseback arrange-
ment, and the property otherwise would not 
have qualified for the additional first-year 
depreciation deduction if it were owned by 
the taxpayer-lessee, then the lessor is not 
entitled to the additional first-year deprecia-
tion deduction. 

The limitation on the amount of deprecia-
tion deductions allowed with respect to cer-
tain passenger automobiles (sec. 280F) is in-
creased in the first year by $4,600 for auto-
mobiles that qualify (and do not elect out of 
the increased first year deduction). The 
$4,600 increase is not indexed for inflation. 

HOUSE BILL 
The House bill provides an additional first-

year depreciation deduction equal to 50 per-
cent of the adjusted basis of qualified prop-
erty.21 Qualified property is defined in the 
same manner as for purposes of the 30-per-
cent additional first-year depreciation de-
duction provided by the JCWAA except that 
the applicable time period for acquisition (or 
self construction) of the property is modi-
fied. In addition, property must be placed in 
service before January 1, 2006 to qualify.22 
Property for which the 50-percent additional 
first year depreciation deduction is claimed 
is not eligible for the 30-percent additional 
first year depreciation deduction. 

Under the House bill, in order to qualify 
the property must be acquired after May 5, 
2003 and before January 1, 2006, and no bind-
ing written contract for the acquisition is in 
effect before May 6, 2003.23 With respect to 
property that is manufactured, constructed, 
or produced by the taxpayer for use by the 
taxpayer, the taxpayer must begin the man-
ufacture, construction, or production of the 
property after May 5, 2003. For property eli-
gible for the extended placed in service date 
(i.e., certain property with a recovery period 
of ten years or longer and certain transpor-
tation property), a special rule limits the 
amount of costs eligible for the additional 
first year depreciation. With respect to such 
property, only progress expenditures prop-
erly attributable to the costs incurred before 
January 1, 2006 shall be eligible for the addi-
tional first year depreciation.24 

The Committee wishes to clarify that the 
adjusted basis of qualified property acquired 

by a taxpayer in a like kind exchange or an 
involuntary conversion is eligible for the ad-
ditional first year depreciation deduction.

The House bill also increases the limita-
tion on the amount of depreciation deduc-
tions allowed with respect to certain pas-
senger automobiles (sec. 280F of the Code) in 
the first year by $9,200 (in lieu of the $4,600 
provided under the JCWAA) for automobiles 
that qualify (and do not elect out of the in-
creased first year deduction). The $9,200 in-
crease is not indexed for inflation. 

For property eligible for the present law 
30-percent additional first year depreciation, 
the House bill extends the date of the placed 
in service requirement to property placed in 
service prior to January 1, 2006 (from Janu-
ary 1, 2005). Thus, property otherwise quali-
fying for the 30-percent additional first year 
depreciation deduction will now qualify if 
placed in service prior to January 1, 2006. 
The House bill also extends the placed in 
service date requirement for certain prop-
erty with a recovery period of ten years or 
longer and certain transportation property 
to property placed in service prior to Janu-
ary 1, 2007 (instead of January 1, 2006). In ad-
dition, progress expenditures eligible for the 
30-percent additional first year depreciation 
is extended to include costs incurred prior to 
January 1, 2006 (instead of September 11, 
2004). 

Effective date.—The House bill applies to 
property placed in service after May 5, 2003. 

SENATE AMENDMENT 

No provision. 

CONFERENCE AGREEMENT 

The conference agreement follows the 
House bill provision with the following modi-
fications. The conference agreement termi-
nates the provision one year earlier than 
under the House bill provision. Thus, all ref-
erences to January 1, 2007, and January 1, 
2006, are modified to January 1, 2006, and 
January 1, 2005, respectively. In addition, the 
conference agreement provides that the in-
crease on the amount of depreciation deduc-
tions allowed with respect to certain pas-
senger automobiles (sec. 280F of the Code) in 
the first year is $7,650 for automobiles that 
qualify. The $7,650 increase is not indexed for 
inflation. 

Effective date.—The conference agreement 
applies to taxable years ending after May 5, 
2003. 

B. Increase Section 179 Expensing (Sec. 202 of 
the House Bill, Sec. 107 of the Senate 
Amendment, and Sec. 179 of the Code) 

PRESENT LAW 

Present law provides that, in lieu of depre-
ciation, a taxpayer with a sufficiently small 
amount of annual investment may elect to 
deduct up to $25,000 (for taxable years begin-
ning in 2003 and thereafter) of the cost of 
qualifying property placed in service for the 
taxable year (sec. 179).25 In general, quali-
fying property is defined as depreciable tan-
gible personal property that is purchased for 
use in the active conduct of a trade or busi-
ness. The $25,000 amount is reduced (but not 
below zero) by the amount by which the cost 
of qualifying property placed in service dur-
ing the taxable year exceeds $200,000. An 
election to expense these items generally is 
made on the taxpayer’s original return for 
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26 Section 179(c)(2). A taxpayer may make the elec-
tion on the original return (whether or not the re-
turn is timely), or on an amended return filed by the 
due date (including extensions) for filing the return 
for the tax year the property was placed in service. 
If the taxpayer timely filed an original return with-
out making the election, the taxpayer may still 
make the election by filing an amended return with-
in six months of the due date of the return (exclud-
ing extensions). Treas. Reg. sec. 1.179–5. 

27 Section 179(d)(1) requires that property be tan-
gible to be eligible for expensing; in general, com-
puter software is intangible property. 

28 Sec. 172. 
29 Pub. L. No. 107–147. 
30 Because JCWAA was enacted after some tax-

payers had filed tax returns for years affected by the 
provision, a technical correction is needed to pro-
vide for a period of time in which prior decisions re-
garding the NOL carryback may be reviewed. Simi-
larly, a technical correction is needed to modify the 
carryback adjustment procedures of sec. 6411 for 
NOLs arising in 2001 and 2002. These issues were ad-
dressed in a letter dated April 15, 2002, sent by the 
Chairmen and Ranking Members of the House Ways 
and Means Committee and Senate Finance Com-
mittee, as well as in guidance issued by the IRS pur-
suant to the Congressional letter (Rev. Proc. 2002–40, 
2002–23 I.R.B. 1096, June 10, 2002). 

31 Section 172(b)(2) should be appropriately applied 
in computing AMTI to take proper account of the 
order that the NOL carryovers and carrybacks are 
used as a result of this provision. See section 
56(d)(1)(B)(ii). 

32 Because certain taxpayers may have already 
filed tax returns (or be in the process of filing tax 
returns) for taxable years ending in 2003, the pro-
posal contains special rules to provide until Novem-

ber 1, 2003 in which prior decisions regarding the 
NOL carryback may be reviewed by taxpayers. 

the taxable year to which the election re-
lates, and may be revoked only with the con-
sent of the Commissioner.26 In general, tax-
payers may not elect to expense off-the-shelf 
computer software.27 

The amount eligible to be expensed for a 
taxable year may not exceed the taxable in-
come for a taxable year that is derived from 
the active conduct of a trade or business (de-
termined without regard to this provision). 
Any amount that is not allowed as a deduc-
tion because of the taxable income limita-
tion may be carried forward to succeeding 
taxable years (subject to similar limita-
tions). No general business credit under sec-
tion 38 is allowed with respect to any 
amount for which a deduction is allowed 
under section 179. 

HOUSE BILL 
The House bill provision provides that the 

maximum dollar amount that may be de-
ducted under section 179 is increased to 
$100,000 for property placed in service in tax-
able years beginning in 2003, 2004, 2005, 2006, 
and 2007. In addition, the $200,000 amount is 
increased to $400,000 for property placed in 
service in taxable years beginning in 2003, 
2004, 2005, 2006 and 2007. The dollar limita-
tions are indexed annually for inflation for 
taxable years beginning after 2003 and before 
2008. The provision also includes off-the-shelf 
computer software placed in service in a tax-
able year beginning in 2003, 2004, 2005, 2006, or 
2007, as qualifying property. With respect to 
a taxable year beginning after 2002 and be-
fore 2008, the provision permits taxpayers to 
make or revoke expensing elections on 
amended returns without the consent of the 
Commissioner. 

Effective date.—The provision is effective 
for taxable years beginning after December 
31, 2002. 

SENATE AMENDMENT 
The Senate amendment is the same as the 

House bill. 
CONFERENCE AGREEMENT 

The conference agreement follows the 
House bill and the Senate amendment, with 
modifications. The conference agreement 
provides that the increase in the dollar limi-
tations, as well as the provision relating to 
off-the-shelf computer software, apply for 
property placed in service in taxable years 
beginning in 2003, 2004, and 2005. The con-
ference agreement provides that the dollar 
limitations are indexed annually for infla-
tion for taxable years beginning after 2003 
and before 2006. With respect to a taxable 
year beginning after 2002 and before 2006, the 
conference agreement permits taxpayers to 
make or revoke expensing elections on 
amended returns without the consent of the 
Commissioner. 

Effective date.—Same as the House bill and 
the Senate amendment.
C. Five-Year Carryback of Net Operating 

Losses (Sec. 203 of the House Bill and Secs. 
172 and 56 of the Code) 

PRESENT LAW 
A net operating loss (‘‘NOL’’) is, generally, 

the amount by which a taxpayer’s allowable 
deductions exceed the taxpayer’s gross in-
come. A carryback of an NOL generally re-

sults in the refund of Federal income tax for 
the carryback year. A carryforward of an 
NOL reduces Federal income tax for the 
carryforward year. 

In general, an NOL may be carried back 
two years and carried forward 20 years to off-
set taxable income in such years.28 Different 
rules apply with respect to NOLs arising in 
certain circumstances. For example, a three-
year carryback applies with respect to NOLs 
(1) arising from casualty or theft losses of in-
dividuals, or (2) attributable to Presi-
dentially declared disasters for taxpayers en-
gaged in a farming business or a small busi-
ness. A five-year carryback period applies to 
NOLs from a farming loss (regardless of 
whether the loss was incurred in a Presi-
dentially declared disaster area). Special 
rules also apply to real estate investment 
trusts (no carryback), specified liability 
losses (10–year carryback), and excess inter-
est losses (no carryback to any year pre-
ceding a corporate equity reduction trans-
action). 

The alternative minimum tax rules pro-
vide that a taxpayer’s NOL deduction cannot 
reduce the taxpayer’s alternative minimum 
taxable income (‘‘AMTI’’) by more than 90 
percent of the AMTI (determined without re-
gard to the NOL deduction). 

Section 202 of the Job Creation and Worker 
Assistance Act of 2002 29 (‘‘JCWAA’’) provided 
a temporary extension of the general NOL 
carryback period to five years (from two 
years) for NOLs arising in taxable years end-
ing in 2001 and 2002. In addition, the five-year 
carryback period applies to NOLs from these 
years that qualify under present law for a 
three-year carryback period (i.e., NOLs aris-
ing from casualty or theft losses of individ-
uals or attributable to certain Presidentially 
declared disaster areas). 

A taxpayer can elect to forgo the five-year 
carryback period. The election to forgo the 
five-year carryback period is made in the 
manner prescribed by the Secretary of the 
Treasury and must be made by the due date 
of the return (including extensions) for the 
year of the loss. The election is irrevocable. 
If a taxpayer elects to forgo the five-year 
carryback period, then the losses are subject 
to the rules that otherwise would apply 
under section 172 absent the provision.30 

JCWAA also provided that an NOL deduc-
tion attributable to NOL carrybacks arising 
in taxable years ending in 2001 and 2002, as 
well as NOL carryforwards to these taxable 
years, may offset 100 percent of a taxpayer’s 
AMTI.31 

HOUSE BILL 
The provision extends the provisions of the 

five-year carryback of NOLs enacted in 
JCWAA to NOLs arising in taxable years 
ending in 2003, 2004, and 2005.32 

The provision also allows an NOL deduc-
tion attributable to NOL carrybacks arising 
in taxable years ending in 2003, 2004, and 2005, 
as well as NOL carryforwards to these tax-
able years, to offset 100 percent of a tax-
payer’s AMTI. 

Effective date.—The five-year carryback 
provision is effective for net operating losses 
generated in taxable years ending in 2003, 
2004 and 2005. The provision relating to AMTI 
is effective for NOL carrybacks arising in, 
and NOL carryforwards to, taxable years 
ending in 2003, 2004 and 2005. 

SENATE AMENDMENT 
No provision. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the House bill provision.
III. CAPITAL GAINS AND DIVIDENDS 

PROVISIONS 
A. REDUCE INDIVIDUAL CAPITAL GAINS RATES 

(SEC. 301 OF THE HOUSE BILL AND SEC. 1(H) 
OF THE CODE) 

PRESENT LAW 
In general, gain or loss reflected in the 

value of an asset is not recognized for in-
come tax purposes until a taxpayer disposes 
of the asset. On the sale or exchange of a 
capital asset, any gain generally is included 
in income. Any net capital gain of an indi-
vidual is taxed at maximum rates lower than 
the rates applicable to ordinary income. Net 
capital gain is the excess of the net long-
term capital gain for the taxable year over 
the net short-term capital loss for the year. 
Gain or loss is treated as long-term if the 
asset is held for more than one year. 

Capital losses generally are deductible in 
full against capital gains. In addition, indi-
vidual taxpayers may deduct capital losses 
against up to $3,000 of ordinary income in 
each year. Any remaining unused capital 
losses may be carried forward indefinitely to 
another taxable year. 

A capital asset generally means any prop-
erty except (1) inventory, stock in trade, or 
property held primarily for sale to customers 
in the ordinary course of the taxpayer’s 
trade or business, (2) depreciable or real 
property used in the taxpayer’s trade or 
business, (3) specified literary or artistic 
property, (4) business accounts or notes re-
ceivable, (5) certain U.S. publications, (6) 
certain commodity derivative financial in-
struments, (7) hedging transactions, and (8) 
business supplies. In addition, the net gain 
from the disposition of certain property used 
in the taxpayer’s trade or business is treated 
as long-term capital gain. Gain from the dis-
position of depreciable personal property is 
not treated as capital gain to the extent of 
all previous depreciation allowances. Gain 
from the disposition of depreciable real prop-
erty is generally not treated as capital gain 
to the extent of the depreciation allowances 
in excess of the allowances that would have 
been available under the straight-line meth-
od of depreciation. 

The maximum rate of tax on the adjusted 
net capital gain of an individual is 20 per-
cent. In addition, any adjusted net capital 
gain which otherwise would be taxed at a 15-
percent rate is taxed at a 10-percent rate. 
These rates apply for purposes of both the 
regular tax and the alternative minimum 
tax. 

The ‘‘adjusted net capital gain’’ of an indi-
vidual is the net capital gain reduced (but 
not below zero) by the sum of the 28-percent 
rate gain and the unrecaptured section 1250 
gain. The net capital gain is reduced by the 
amount of gain that the individual treats as 
investment income for purposes of deter-
mining the investment interest limitation 
under section 163(d). 
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33 This results in a maximum effective regular tax 
rate on qualified gain from small business stock of 
14 percent. 

34 Section 105 of the bill reduces the maximum rate 
to 35 percent. 

35 An eight percent rate applies to property held 
more than five years. 

36 Section 301 of the bill reduces the capital gain 
rates to five percent (zero percent for taxable years 
beginning after 2007) and 15 percent, respectively. 

37 Payments in lieu of dividends are not eligible for 
the exclusion. See sections 6042(a) and 6045(d) relat-
ing to statements required to be furnished by bro-
kers regarding these payments. 

38 In the case of preferred stock, the periods are 
doubled. 

39 In the case of preferred stock, the periods are 
doubled. 

40 These provisions include sections 86, 135, 137, 219, 
221, 222, 408A, 469, 530, and the nonrefundable per-
sonal credits. 

The term ‘‘28-percent rate gain’’ means the 
amount of net gain attributable to long-term 
capital gains and losses from the sale or ex-
change of collectibles (as defined in section 
408(m) without regard to paragraph (3) there-
of), an amount of gain equal to the amount 
of gain excluded from gross income under 
section 1202 (relating to certain small busi-
ness stock),33 the net short-term capital loss 
for the taxable year, and any long-term cap-
ital loss carryover to the taxable year. 

‘‘Unrecaptured section 1250 gain’’ means 
any long-term capital gain from the sale or 
exchange of section 1250 property (i.e., depre-
ciable real estate) held more than one year 
to the extent of the gain that would have 
been treated as ordinary income if section 
1250 applied to all depreciation, reduced by 
the net loss (if any) attributable to the items 
taken into account in computing 28-percent 
rate gain. The amount of unrecaptured sec-
tion 1250 gain (before the reduction for the 
net loss) attributable to the disposition of 
property to which section 1231 applies shall 
not exceed the net section 1231 gain for the 
year. 

The unrecaptured section 1250 gain is taxed 
at a maximum rate of 25 percent, and the 28-
percent rate gain is taxed at a maximum 
rate of 28 percent. Any amount of 
unrecaptured section 1250 gain or 28-percent 
rate gain otherwise taxed at a 15-percent 
rate is taxed at the 15-percent rate. 

Any gain from the sale or exchange of 
property held more than five years that 
would otherwise be taxed at the 10-percent 
rate is taxed at an 8-percent rate. Any gain 
from the sale or exchange of property held 
more than five years and the holding period 
for which begins after December 31, 2000, 
which would otherwise be taxed at a 20-per-
cent rate is taxed at an 18-percent rate. 

HOUSE BILL 

The House bill reduces the 10- and 20 per-
cent rates on the adjusted net capital gain to 
five and 15 percent, respectively. These lower 
rates apply to both the regular tax and the 
alternative minimum tax. The lower rates 
apply to assets held more than one year. 

Effective date.—The provision applies to 
taxable years ending on or after May 6, 2003, 
and beginning before January 1, 2013. For 
taxable years that include May 6, 2003, the 
lower rates apply to amounts properly taken 
into account for the portion of the year on or 
after that date. This generally has the effect 
of applying the lower rates to capital assets 
sold or exchanged (and installment payments 
received) on or after May 6, 2003. In the case 
of gain and loss taken into account by a 
pass-through entity, the date taken into ac-
count by the entity is the appropriate date 
for applying this rule. 

SENATE AMENDMENT 

No provision. 

CONFERENCE AGREEMENT 

The conference agreement follows the 
House bill, except that the 5-percent tax rate 
is reduced to zero percent for taxable years 
beginning after December 31, 2007. 

Effective date.—The effective date is the 
same as the House bill, except that the pro-
vision does not apply to taxable years begin-
ning after December 31, 2008.

B. Treatment of Dividend Income of Individ-
uals (Sec. 302 of the House Bill, Sec. 201 of 
the Senate Amendment, and Sec. 1(h) of 
the Code) 

PRESENT LAW 

Under present law, dividends received by 
an individual are included in gross income 

and taxed as ordinary income at rates up to 
38.6 percent.34 

The rate of tax on the net capital gain of 
an individual generally is 20 percent (10 per-
cent 35 with respect to income which would 
otherwise be taxed at the 10- or 15-percent 
rate).36 Net capital gain means net gain from 
the sale or exchange of capital assets held 
for more than one year in excess of net loss 
from the sale or exchange of capital assets 
held not more than one year. 

HOUSE BILL 

Under the House bill, dividends received by 
an individual shareholder from domestic cor-
porations are taxed at the same rates that 
apply to net capital gain. This treatment ap-
plies for purposes of both the regular tax and 
the alternative minimum tax. Thus, under 
the provision, dividends will be taxed at 
rates of five and 15 percent.37 

If a shareholder does not hold a share of 
stock for more than 45 days during the 90-
day period beginning 45 days before the ex-
dividend date (as measured under section 
246(c)),38 dividends received on the stock are 
not eligible for the reduced rates. Also, the 
reduced rates are not available for dividends 
to the extent that the taxpayer is obligated 
to make related payments with respect to 
positions in substantially similar or related 
property. 

If an individual receives an extraordinary 
dividend (within the meaning of section 
1059(c)) eligible for the reduced rates with re-
spect to any share of stock, any loss on the 
sale of the stock is treated as a long-term 
capital loss to the extent of the dividend. 

A dividend is treated as investment income 
for purposes of determining the amount of 
deductible investment interest only if the 
taxpayer elects to treat the dividend as not 
eligible for the reduced rates. 

The amount of dividends qualifying for re-
duced rates that may be paid by a regulated 
investment company (‘‘RIC’’) or real estate 
investment trust (‘‘REIT’’), for any taxable 
year that the aggregate qualifying dividends 
received by the RIC or REIT are less than 95 
percent of its gross income (as specially 
computed), may not exceed the amount of 
the aggregate qualifying dividends received 
by the company or trust. 

The reduced rates do not apply to divi-
dends received from an organization that 
was exempt from tax under section 501 or 
was a tax-exempt farmers’ cooperative in ei-
ther the taxable year of the distribution or 
the preceding taxable year; dividends re-
ceived from a mutual savings bank that re-
ceived a deduction under section 591; or de-
ductible dividends paid on employer securi-
ties. 

The tax rate for the accumulated earnings 
tax (sec. 531) and the personal holding com-
pany tax (sec. 541) is reduced to 15 percent. 

Amounts treated as ordinary income on 
the disposition of certain preferred stock 
(sec. 306) are treated as dividends for pur-
poses of applying the reduced rates. 

The collapsible corporation rules (sec. 341) 
are repealed. 

Effective date.—The provision is effective 
for taxable years beginning after December 
31, 2002, and beginning before January 1, 2013. 

SENATE AMENDMENT 
Under the Senate amendment, an indi-

vidual may exclude from gross income divi-
dends received with respect to stock of a do-
mestic corporation, and stock of a foreign 
corporation that is regularly tradable on an 
established securities market. 

For taxable years beginning in 2003, 50 per-
cent of the dividend may be excluded from 
income. For taxable years beginning after 
2006, the exclusion no longer applies. 

If a shareholder does not hold a share of 
stock for more than 45 days during the 90-
day period beginning 45 days before the ex-
dividend date (as measured under section 
246(c)),39 dividends received on the stock are 
not eligible for the exclusion. Also, the ex-
clusion is not available for dividends to the 
extent that the taxpayer is obligated to 
make related payments with respect to posi-
tions in substantially similar or related 
property. 

If an individual receives an extraordinary 
dividend (within the meaning of section 
1059(c)) eligible for the exclusion with re-
spect to any share of stock, the basis of the 
share is reduced by the amount of the divi-
dend excludable from income. 

A dividend is treated as investment income 
for purposes of determining the amount of 
deductible investment interest only if the 
taxpayer elects to treat the dividend as not 
eligible for the exclusion.

The amount of dividends qualifying for the 
exclusion that may be paid by a RIC or 
REIT, for any taxable year that the aggre-
gate qualifying dividends received by the 
company or trust are less than 95 percent of 
its gross income (as specially computed), 
may not exceed the amount of such aggre-
gate dividends received by the company or 
trust. 

The exclusion does not apply to dividends 
received from an organization that was ex-
empt from tax under section 501 or was a 
tax-exempt farmers’ cooperative in either 
the taxable year of the distribution or the 
preceding taxable year; dividends received 
from a mutual savings bank that received a 
deduction under section 591; deductible divi-
dends paid on employer securities; or divi-
dends received from a foreign corporation 
that was a foreign investment company (a 
defined in section 1246(b)), a passive foreign 
investment company (as defined in section 
1297), or a foreign personal holding company 
(as defined in section 552) in either the tax-
able year of the distribution or the preceding 
taxable year. 

In the case of a nonresident alien, the ex-
clusion applies only for purposes of deter-
mining the taxes imposed pursuant to sec-
tions 871(b) and 877. 

No foreign tax credit, or deduction with re-
spect to taxes paid, is allowable with respect 
to dividends excluded under this provision. 

Dividends excluded under the proposal are 
included in modified adjusted gross income 
for purposes of the provisions of the Code de-
termining the amount of any income inclu-
sion, exclusion, deduction or credit based on 
the amount of that income.40 Also in deter-
mining eligibility for the earned income 
credit, any dividends excluded from gross in-
come under this provision are included in 
disqualified income for purposes of the deter-
mining whether the individual has excessive 
investment income. 

The tax rate for the accumulated earnings 
tax (sec. 531) and the personal holding com-
pany tax (sec. 541) is the taxable percent 
(i.e., 100 percent less the excludable percent-
age applicable to dividends received in the 
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41 For this purpose, a share shall be treated as so 
traded if an American Depository Receipt (ADR) 
backed by such share is so traded. 

42 See, e.g., ACM Partnership v. Commissioner, 157 
F.3d 231 (3d Cir. 1998), aff’g 73 T.C.M. (CCH) 2189 
(1997), cert. denied 526 U.S. 1017 (1999). 

43 Closely related doctrines also applied by the 
courts (sometimes interchangeable with the eco-
nomic substance doctrine) include the ‘‘sham trans-
action doctrine’’ and the ‘‘business purpose doc-
trine’’. See, e.g., Knetsch v. United States, 364 U.S. 
361 (1960) (denying interest deductions on a ‘‘sham 
transaction’’ whose only purpose was to create the 
deductions). 

44 ACM Partnership v. Commissioner, 73 T.C.M. at 
2215. 

45 ACM Partnership v. Commissioner, 157 F.3d at 
256 n.48.

taxable year) of the highest individual tax 
rate. 

Amounts treated as ordinary income on 
the disposition of certain preferred stock 
(sec. 306) are treated as dividends for pur-
poses of the exclusion. 

The collapsible corporation rules (sec. 341) 
are repealed. 

Effective date.—The provision is effective 
for taxable years beginning after December 
31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement follows the 

House bill taxing dividends at the same rates 
as net capital gain with the following modi-
fications: 

The 45–day holding period requirement is 
increased to 60 days during the 120–day pe-
riod beginning 60 days before the ex-dividend 
date. 

Qualified dividend income includes other-
wise qualified dividends received from quali-
fied foreign corporations. The term ‘‘quali-
fied foreign corporation’’ includes a foreign 
corporation that is eligible for the benefits 
of a comprehensive income tax treaty with 
the United States which the Treasury De-
partment determines to be satisfactory for 
purposes of this provision, and which in-
cludes an exchange of information program. 
The conferees do not believe that the current 
income tax treaty between the United States 
and Barbados is satisfactory for this purpose 
because that treaty may operate to provide 
benefits that are intended for the purpose of 
mitigating or eliminating double taxation to 
corporations that are not at risk of double 
taxation. The conferees intend that, until 
the Treasury Department issues guidance re-
garding the determination of treaties as sat-
isfactory for this purpose, a foreign corpora-
tion will be considered to be a qualified for-
eign corporation if it is eligible for the bene-
fits of a comprehensive income tax treaty 
with the United States that includes an ex-
change of information program other than 
the current U.S.-Barbados income tax trea-
ty. The conferees further intend that a com-
pany will be eligible for benefits of a com-
prehensive income tax treaty within the 
meaning of this provision if it would qualify 
for the benefits of the treaty with respect to 
substantially all of its income in the taxable 
year in which the dividend is paid. 

In addition, a foreign corporation is treat-
ed as a qualified foreign corporation with re-
spect to any dividend paid by the corpora-
tion with respect to stock that is readily 
tradable on an established securities market 
in the United States.41 

Dividends received from a foreign corpora-
tion that was a foreign investment company 
(as defined in section 1246(b)), a passive for-
eign investment company (as defined in sec-
tion 1297), or a foreign personal holding com-
pany (as defined in section 552) in either the 
taxable year of the distribution or the pre-
ceding taxable year are not qualified divi-
dends. 

Special rules apply in determining a tax-
payer’s foreign tax credit limitation under 
section 904 in the case of qualified dividend 
income. For these purposes, rules similar to 
the rules of section 904(b)(2)(B) concerning 
adjustments to the foreign tax credit limita-
tion to reflect any capital gain rate differen-
tial will apply to any qualified dividend in-
come. Additionally, it is anticipated that 
regulations promulgated under this provi-
sion will coordinate the operation of the 
rules applicable to qualified dividend income 
and capital gain. 

In the case of a REIT, an amount equal to 
the excess of the income subject to the taxes 

imposed by section 857(b)(1) and the regula-
tions prescribed under section 337(d) for the 
preceding taxable year over the amount of 
these taxes for the preceding taxable year is 
treated as qualified dividend income. 

In the case of brokers and dealers who en-
gage in securities lending transactions, short 
sales, or other similar transactions on behalf 
of their customers in the normal course of 
their trade or business, the conferees intend 
that the IRS will exercise its authority 
under section 6724(a) to waive penalties 
where dealers and brokers attempt in good 
faith to comply with the information report-
ing requirements under sections 6042 and 
6045, but are unable to reasonably comply be-
cause of the period necessary to conform 
their information reporting systems to the 
retroactive rate reductions on qualified divi-
dends provided by the conference agreement. 
In addition, the conferees expect that indi-
vidual taxpayers who receive payments in 
lieu of dividends from these transactions 
may treat the payments as dividend income 
to the extent that the payments are reported 
to them as dividend income on their Forms 
1099–DIV received for calendar year 2003, un-
less they know or have reason to know that 
the payments are in fact payments in lieu of 
dividends rather than actual dividends. The 
conferees expect that the Treasury Depart-
ment will issue guidance as rapidly as pos-
sible on information reporting with respect 
to payments in lieu of dividends made to in-
dividuals. 

The conference agreement provides that 
the amendment to section 306 treating cer-
tain ordinary income as a dividend for pur-
poses of the rate computation under section 
1(h) may also apply to such other provisions 
as the Secretary may provide, including pro-
visions at the corporate level. 

Effective date.—The conference agreement 
applies to taxable years beginning after De-
cember 31, 2002, and beginning before Janu-
ary 1, 2009.

IV. CORPORATE ESTIMATED TAXES 
A. Modification to Corporate Estimated Tax 

Requirements (Sec. 401 of the House Bill) 
PRESENT LAW 

In general, corporations are required to 
make quarterly estimated tax payments of 
their income tax liability (section 6655). For 
a corporation whose taxable year is a cal-
endar year, these estimated tax payments 
must be made by April 15, June 15, Sep-
tember 15, and December 15. 

HOUSE BILL 
With respect to corporate estimated tax 

payments due on September 15, 2003, 52 per-
cent is required to be paid by October 1, 2003. 

Effective date.—The provision is effective 
on the date of enactment. 

SENATE AMENDMENT 
No provision. 

CONFERENCE AGREEMENT 
With respect to corporate estimated tax 

payments due on September 15, 2003, 25 per-
cent is required to be paid by October 1, 2003. 

Effective date.—The provision is effective 
on the date of enactment.

V. REVENUE PROVISIONS 
A. Provisions Designed To Curtail Tax 

Shelters 
1. Clarification of the economic substance 

doctrine (sec. 301 of the Senate amend-
ment and sec. 7701 of the Code) 

PRESENT LAW 
In general 

The Code provides specific rules regarding 
the computation of taxable income, includ-
ing the amount, timing, source, and char-
acter of items of income, gain, loss and de-
duction. These rules are designed to provide 

for the computation of taxable income in a 
manner that provides for a degree of speci-
ficity to both taxpayers and the government. 
Taxpayers generally may plan their trans-
actions in reliance on these rules to deter-
mine the federal income tax consequences 
arising from the transactions. 

In addition to the statutory provisions, 
courts have developed several doctrines that 
can be applied to deny the tax benefits of tax 
motivated transactions, notwithstanding 
that the transaction may satisfy the literal 
requirements of a specific tax provision. The 
common-law doctrines are not entirely dis-
tinguishable, and their application to a given 
set of facts is often blurred by the courts and 
the IRS. Although these doctrines serve an 
important role in the administration of the 
tax system, invocation of these doctrines can 
be seen as at odds with an objective, ‘‘rule-
based’’ system of taxation. Nonetheless, 
courts have applied the doctrines to deny tax 
benefits arising from certain transactions.42 

A common-law doctrine applied with in-
creasing frequency is the ‘‘economic sub-
stance’’ doctrine. In general, this doctrine 
denies tax benefits arising from transactions 
that do not result in a meaningful change to 
the taxpayer’s economic position other than 
a purported reduction in federal income 
tax.43 

Economic substance doctrine 
Courts generally deny claimed tax benefits 

if the transaction that gives rise to those 
benefits lacks economic substance inde-
pendent of tax considerations—notwith-
standing that the purported activity actu-
ally occurred. The tax court has described 
the doctrine as follows:

The tax law * * * requires that the in-
tended transactions have economic sub-
stance separate and distinct from economic 
benefit achieved solely by tax reduction. The 
doctrine of economic substance becomes ap-
plicable, and a judicial remedy is warranted, 
where a taxpayer seeks to claim tax benefits, 
unintended by Congress, by means of trans-
actions that serve no economic purpose 
other than tax savings.44 

Business purpose doctrine 
Another common law doctrine that over-

lays and is often considered together with (if 
not part and parcel of) the economic sub-
stance doctrine is the business purpose doc-
trine. The business purpose test is a subjec-
tive inquiry into the motives of the tax-
payer—that is, whether the taxpayer in-
tended the transaction to serve some useful 
non-tax purpose. In making this determina-
tion, some courts have bifurcated a trans-
action in which independent activities with 
non-tax objectives have been combined with 
an unrelated item having only tax-avoidance 
objectives in order to disallow the tax bene-
fits of the overall transaction.45 
Application by the courts 

Elements of the doctrine 
There is a lack of uniformity regarding the 

proper application of the economic substance 
doctrine. Some courts apply a conjunctive 
test that requires a taxpayer to establish the 
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46 See, e.g., Pasternak v. Commissioner, 990 F.2d 893, 
898 (6th Cir. 1993) (‘‘The threshold question is wheth-
er the transaction has economic substance. If the 
answer is yes, the question becomes whether the 
taxpayer was motivated by profit to participate in 
the transaction.’’) 

47 See, e.g., Rice’s Toyota World v. Commissioner, 752 
F.2d 89, 91–92 (4th Cir. 1985) (‘‘To treat a transaction 
as a sham, the court must find that the taxpayer 
was motivated by no business purposes other than 
obtaining tax benefits in entering the transaction, 
and, second, that the transaction has no economic 
substance because no reasonable possibility of a 
profit exists.’’); IES Industries v. United States, 253 
F.3d 350, 358 (8th Cir. 2001) (‘‘In determining whether 
a transaction is a sham for tax purposes [under the 
Eighth Circuit test], a transaction will be character-
ized as a sham if it is not motivated by any eco-
nomic purpose out of tax considerations (the busi-
ness purpose test), and if it is without economic sub-
stance because no real potential for profit exists’’ 
(the economic substance test).’’) As noted earlier, 
the economic substance doctrine and the sham 
transaction doctrine are similar and sometimes are 
applied interchangeably. For a more detailed discus-
sion of the sham transaction doctrine, see, e.g., 
Joint Committee on Taxation, Study of Present-
Law Penalty and Interest Provisions as Required by 
Section 3801 of the Internal Revenue Service Re-
structuring and Reform Act of 1998 (including Provi-
sions Relating to Corporate Tax Shelters) (JCS–3–99) 
at 182. 

48 See, e.g., ACM Partnership v. Commissioner, 157 
F.3d at 247; James v. Commissioner, 899 F.2d 905, 908 
(10th Cir. 1995); Sacks v. Commissioner, 69 F.3d 982, 985 
(9th Cir. 1995) (‘‘Instead, the consideration of busi-
ness purpose and economic substance are simply 
more precise factors to consider . . . .We have re-
peatedly and carefully noted that this formulation 
cannot be used as a ‘rigid two-step analysis’.’’).

49 See, e.g., Knetsch, 364 U.S. at 361; Goldstein v. 
Commissioner, 364 F.2d 734 (2d Cir. 1966) (holding that 
an unprofitable, leveraged acquisition of Treasury 
bills, and accompanying prepaid interest deduction, 
lacked economic substance); Ginsburg v. Commis-
sioner, 35 T.C.M. (CCH) 860 (1976) (holding that a le-
veraged cattle-breeding program lacked economic 
substance). 

50 See, e.g., Goldstein v. Commissioner, 364 F.2d at 
739–40 (disallowing deduction even though taxpayer 
had a possibility of small gain or loss by owning 
Treasury bills); Sheldon v. Commissioner, 94 T.C. 738, 
768 (1990) (stating, ‘‘potential for gain . . . is infini-
tesimally nominal and vastly insignificant when 
considered in comparison with the claimed deduc-
tions’’). 

51 See, e.g., Rice’s Toyota World v. Commissioner, 752 
F.2d at 94 (the economic substance inquiry requires 
an objective determination of whether a reasonable 
possibility of profit from the transaction existed 
apart from tax benefits); Compaq Computer Corp. v. 
Commissioner, 277 F.3d at 781 (applied the same test, 
citing Rice’s Toyota World); IES Industries v. United 
States, 253 F.3d at 354 (the application of the objec-
tive economic substance test involves determining 
whether there was a ‘‘reasonable possibility of profit 
. . . apart from tax benefits.’’). 

52 If the tax benefits are clearly contemplated and 
expected by the language and purpose of the rel-
evant authority, it is not intended that such tax 
benefits be disallowed if the only reason for such 
disallowance is that the transaction fails the eco-
nomic substance doctrine as defined in this provi-
sion. 

53 See, Martin McMahon Jr., Economic Substance, 
Purposive Activity, and Corporate Tax Shelters, 94 
Tax Notes 1017, 1023 (Feb. 25, 2002) (advocates ‘‘con-
fining the most rigorous application of business pur-
pose, economic substance, and purposive activity 
tests to transactions outside the ordinary course of 
the taxpayer’s business—those transactions that do 
not appear to contribute to any business activity or 
objective that the taxpayer may have had apart 
from tax planning but are merely loss generators.’’); 
Mark P. Gergen, The Common Knowledge of Tax 
Abuse, 54 SMU L. Rev. 131, 140 (Winter 2001) (‘‘The 
message is that you can pick up tax gold if you find 
it in the street while going about your business, but 
you cannot go hunting for it.’’). 

54 This includes tax deductions or losses that are 
anticipated to be recognized in a period subsequent 
to the period the financial accounting benefit is rec-
ognized. For example, FAS 109 in some cases permits 
the recognition of financial accounting benefits 
prior to the period in which the tax benefits are rec-
ognized for income tax purposes. 

55 Claiming that a financial accounting benefit 
constitutes a substantial non-tax purpose fails to 
consider the origin of the accounting benefit (i.e., 
reduction of taxes) and significantly diminishes the 
purpose for having a substantial non-tax purpose re-
quirement. See, e.g., American Electric Power, Inc. v. 
U.S., 136 F. Supp. 2d 762, 791–92 (S.D. Ohio, 2001), aff’d 
by 2003 Fed. App. para. 0125 (CCH) (6th Cir. 2003) 
(‘‘AEP’s intended use of the cash flows generated by 
the [corporate-owned life insurance] plan is irrele-
vant to the subjective prong of the economic sub-
stance analysis. If a legitimate business purpose for 
the use of the tax savings ‘‘were sufficient to 
breathe substance into a transaction whose only 
purpose was to reduce taxes, [then] every sham tax-
shelter device might succeed,’’ citing Winn-Dixie v. 
Commissioner, 113 T.C. 254, 287 (1999)). 

56 Thus, a ‘‘reasonable possibility of profit’’ will 
not be sufficient to establish that a transaction has 
economic substance. 

presence of both economic substance (i.e., 
the objective component) and business pur-
pose (i.e., the subjective component) in order 
for the transaction to sustain court scru-
tiny.46 A narrower approach used by some 
courts is to invoke the economic substance 
doctrine only after a determination that the 
transaction lacks both a business purpose 
and economic substance (i.e., the existence 
of either a business purpose or economic sub-
stance would be sufficient to respect the 
transaction).47 A third approach regards eco-
nomic substance and business purpose as 
‘‘simply more precise factors to consider’’ in 
determining whether a transaction has any 
practical economic effects other than the 
creation of tax benefits.48 

Profit potential 
There also is a lack of uniformity regard-

ing the necessity and level of profit potential 
necessary to establish economic substance. 
Since the time of Gregory, several courts 
have denied tax benefits on the grounds that 
the subject transactions lacked profit poten-
tial.49 In addition, some courts have applied 
the economic substance doctrine to disallow 
tax benefits in transactions in which a tax-
payer was exposed to risk and the trans-
action had a profit potential, but the court 
concluded that the economic risks and profit 
potential were insignificant when compared 
to the tax benefits.50 Under this analysis, the 
taxpayer’s profit potential must be more 
than nominal. Conversely, other courts view 
the application of the economic substance 
doctrine as requiring an objective deter-
mination of whether a ‘‘reasonable possi-

bility of profit’’ from the transaction existed 
apart from the tax benefits.51 In these cases, 
in assessing whether a reasonable possibility 
of profit exists, it is sufficient if there is a 
nominal amount of pre-tax profit as meas-
ured against expected net tax benefits. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment clarifies and en-
hances the application of the economic sub-
stance doctrine. The Senate amendment pro-
vides that a transaction has economic sub-
stance (and thus satisfies the economic sub-
stance doctrine) only if the taxpayer estab-
lishes that (1) the transaction changes in a 
meaningful way (apart from Federal income 
tax consequences) the taxpayer’s economic 
position, and (2) the taxpayer has a substan-
tial non-tax purpose for entering into such 
transaction and the transaction is a reason-
able means of accomplishing such purpose.52 

The Senate amendment does not change 
current law standards used by courts in de-
termining when to utilize an economic sub-
stance analysis. Also, the Senate amendment 
does not alter the court’s ability to aggre-
gate or disaggregate a transaction when ap-
plying the doctrine. The Senate amendment 
provides a uniform definition of economic 
substance, but does not alter court flexi-
bility in other respects. 
Conjunctive analysis 

The Senate amendment clarifies that the 
economic substance doctrine involves a con-
junctive analysis—there must be an objec-
tive inquiry regarding the effects of the 
transaction on the taxpayer’s economic posi-
tion, as well as a subjective inquiry regard-
ing the taxpayer’s motives for engaging in 
the transaction. Under the Senate amend-
ment, a transaction must satisfy both tests—
i.e., it must change in a meaningful way 
(apart from Federal income tax con-
sequences) the taxpayer’s economic position, 
and the taxpayer must have a substantial 
non-tax purpose for entering into such trans-
action (and the transaction is a reasonable 
means of accomplishing such purpose)—in 
order to satisfy the economic substance doc-
trine. This clarification eliminates the dis-
parity that exists among the circuits regard-
ing the application of the doctrine, and 
modifies its application in those circuits in 
which either a change in economic position 
or a non-tax business purpose (without hav-
ing both) is sufficient to satisfy the eco-
nomic substance doctrine.
Non-tax business purpose 

The Senate amendment provides that a 
taxpayer’s non-tax purpose for entering into 
a transaction (the second prong in the anal-
ysis) must be ‘‘substantial,’’ and that the 
transaction must be ‘‘a reasonable means’’ of 
accomplishing such purpose. Under this for-
mulation, the non-tax purpose for the trans-
action must bear a reasonable relationship 

to the taxpayer’s normal business operations 
or investment activities.53 

In determining whether a taxpayer has a 
substantial non-tax business purpose, an ob-
jective of achieving a favorable accounting 
treatment for financial reporting purposes 
will not be treated as having a substantial 
non-tax purpose if the origin of such finan-
cial accounting benefit is a reduction of in-
come tax. Furthermore, a transaction that is 
expected to increase financial accounting in-
come as a result of generating tax deduc-
tions or losses without a corresponding fi-
nancial accounting charge (i.e., a permanent 
book-tax difference) 54 should not be consid-
ered to have a substantial non-tax purpose 
unless a substantial non-tax purpose exists 
apart from the financial accounting bene-
fits.55 

By requiring that a transaction be a ‘‘rea-
sonable means’’ of accomplishing its non-tax 
purpose, the Senate amendment broadens 
the ability of the courts to bifurcate a trans-
action in which independent activities with 
non-tax objectives are combined with an un-
related item having only tax-avoidance ob-
jectives in order to disallow the tax benefits 
of the overall transaction. 
Profit potential 

Under the Senate amendment, a taxpayer 
may rely on factors other than profit poten-
tial to demonstrate that a transaction re-
sults in a meaningful change in the tax-
payer’s economic position; the Senate 
amendment merely sets forth a minimum 
threshold of profit potential if that test is 
relied on to demonstrate a meaningful 
change in economic position. If a taxpayer 
relies on a profit potential, however, the 
present value of the reasonably expected pre-
tax profit must be substantial in relation to 
the present value of the expected net tax 
benefits that would be allowed if the trans-
action were respected.56 Moreover, the profit 
potential must exceed a risk-free rate of re-
turn. In addition, in determining pre-tax 
profit, fees and other transaction expenses 
and foreign taxes are treated as expenses. 

A lessor of tangible property subject to a 
qualified lease shall be considered to have 
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57 See Rev. Proc. 2001–28, 2001–19 I.R.B. 1156 which 
provides guidelines that must be present for a lease 
to be eligible for advance ruling purposes. It is in-
tended that a lease that satisfies Treasury Depart-
ment guidelines for advance ruling purposes would 
be treated as a qualified lease. 

58 On February 27, 2003, the Treasury Department 
and the IRS released final regulations regarding the 
disclosure of reportable transactions. In general, the 
regulations are effective for transactions entered 
into on or after February 28, 2003. 

The discussion of present law refers to the new 
regulations. The rules that apply with respect to 
transactions entered into on or before February 28, 
2003, are contained in Treas. Reg. sec. 1.6011–4T in ef-
fect on the date the transaction was entered into. 

59 The regulations clarify that the term ‘‘substan-
tially similar’’ includes any transaction that is ex-
pected to obtain the same or similar types of tax 
consequences and that is either factually similar or 
based on the same or similar tax strategy. Further, 
the term must be broadly construed in favor of dis-
closure. Treas. Reg. sec. 1–6011–4(c)(4). 

60 Treas. Reg. sec. 1.6011–4(b)(2). 
61 Treas. Reg. sec. 1.6011–4(b)(3). 
62 Treas. Reg. sec. 1.6011–4(b)(4). 
63 Treas. Reg. sec. 1.6011–4(b)(5). IRS Rev. Proc. 

2003–24, 2003–11 I.R.B. 599, exempts certain types of 
losses from this reportable transaction category. 

64 The significant book-tax category applies only 
to taxpayers that are reporting companies under the 
Securities Exchange Act of 1934 or business entities 
that have $250 million or more in gross assets. 

65 Treas. Reg. sec. 1.6011–4(b)(6). IRS Rev. Proc. 
2003–25, 2003–11 I.R.B. 601, exempts certain types of 
transactions from this reportable transaction cat-
egory. 

66 Treas. Reg. sec. 1.6011–4(b)(7).
67 Section 6664(c) provides that a taxpayer can 

avoid the imposition of a section 6662 accuracy-re-
lated penalty in cases where the taxpayer can dem-
onstrate that there was reasonable cause for the un-
derpayment and that the taxpayer acted in good 
faith. On December 31, 2002, the Treasury Depart-

ment and IRS issued proposed regulations under sec-
tions 6662 and 6664 (REG–126016–01) that limit the de-
fenses available to the imposition of an accuracy-re-
lated penalty in connection with a reportable trans-
action when the transaction is not disclosed. 

68 The provision states that, except as provided in 
regulations, a listed transaction means a reportable 
transaction, which is the same as, or substantially 
similar to, a transaction specifically identified by 
the Secretary as a tax avoidance transaction for 
purposes of section 6011. For this purpose, it is ex-
pected that the definition of ‘‘substantially similar’’ 
will be the definition used in Treas. Reg. sec. 1.6011–
4(c)(4). However, the Secretary may modify this defi-
nition (as well as the definitions of ‘‘listed trans-
action’’ and ‘‘reportable transactions’’) as appro-
priate. 

satisfied the profit test with respect to the 
leased property. For this purpose, a ‘‘quali-
fied lease’’ is a lease that satisfies the fac-
tors for advance ruling purposes as provided 
by the Treasury Department.57 In applying 
the profit test to the lessor of tangible prop-
erty, certain deductions and other applicable 
tax credits (such as the rehabilitation tax 
credit and the low income housing tax cred-
it) are not taken into account in measuring 
tax benefits. Thus, a traditional leveraged 
lease is not affected by the Senate amend-
ment to the extent it meets the present law 
standards. 
Transactions with tax-indifferent parties 

The Senate amendment also provides spe-
cial rules for transactions with tax-indif-
ferent parties. For this purpose, a tax-indif-
ferent party means any person or entity not 
subject to Federal income tax, or any person 
to whom an item would have no substantial 
impact on its income tax liability. Under 
these rules, the form of a financing trans-
action will not be respected if the present 
value of the tax deductions to be claimed is 
substantially in excess of the present value 
of the anticipated economic returns to the 
lender. Also, the form of a transaction with 
a tax-indifferent party will not be respected 
if it results in an allocation of income or 
gain to the tax-indifferent party in excess of 
the tax-indifferent party’s economic gain or 
income or if the transaction results in the 
shifting of basis on account of overstating 
the income or gain of the tax-indifferent 
party. 
Other rules 

The Secretary may prescribe regulations 
which provide (1) exemptions from the appli-
cation of the Senate amendment, and (2) 
other rules as may be necessary or appro-
priate to carry out the purposes of the Sen-
ate amendment.

No inference is intended as to the proper 
application of the economic substance doc-
trine under present law. In addition, except 
with respect to the economic substance doc-
trine, the Senate amendment shall not be 
construed as altering or supplanting any 
other common law doctrine (including the 
sham transaction doctrine), and the Senate 
amendment shall be construed as being addi-
tive to any such other doctrine. 
Effective date 

The provision applies to transactions en-
tered into on or after May 8, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Penalty for failure to disclose reportable 

transactions (sec. 302 of the Senate 
amendment and sec. 6707A of the Code) 

PRESENT LAW 
Regulations under section 6011 require a 

taxpayer to disclose with its tax return cer-
tain information with respect to each ‘‘re-
portable transaction’’ in which the taxpayer 
participates.58 

There are six categories of reportable 
transactions. The first category is any trans-

action that is the same as (or substantially 
similar to)59 a transaction that is specified 
by the Treasury Department as a tax avoid-
ance transaction whose tax benefits are sub-
ject to disallowance under present law (re-
ferred to as a ‘‘listed transaction’’).60 

The second category is any transaction 
that is offered under conditions of confiden-
tiality. In general, if a taxpayer’s disclosure 
of the structure or tax aspects of the trans-
action is limited in any way by an express or 
implied understanding or agreement with or 
for the benefit of any person who makes or 
provides a statement, oral or written, as to 
the potential tax consequences that may re-
sult from the transaction, it is considered of-
fered under conditions of confidentiality 
(whether or not the understanding is legally 
binding).61 

The third category of reportable trans-
actions is any transaction for which (1) the 
taxpayer has the right to a full or partial re-
fund of fees if the intended tax consequences 
from the transaction are not sustained or, (2) 
the fees are contingent on the intended tax 
consequences from the transaction being sus-
tained.62 

The fourth category of reportable trans-
actions relates to any transaction resulting 
in a taxpayer claiming a loss (under section 
165) of at least (1) $10 million in any single 
year or $20 million in any combination of 
years by a corporate taxpayer or a partner-
ship with only corporate partners; (2) $2 mil-
lion in any single year or $4 million in any 
combination of years by all other partner-
ships, S corporations, trusts, and individ-
uals; or (3) $50,000 in any single year for indi-
viduals or trusts if the loss arises with re-
spect to foreign currency translation 
losses.63 

The fifth category of reportable trans-
actions refers to any transaction done by 
certain taxpayers 64 in which the tax treat-
ment of the transaction differs (or is ex-
pected to differ) by more than $10 million 
from its treatment for book purposes (using 
generally accepted accounting principles) in 
any year.65 

The final category of reportable trans-
actions is any transaction that results in a 
tax credit exceeding $250,000 (including a for-
eign tax credit) if the taxpayer holds the un-
derlying asset for less than 45 days.66 

Under present law, there is no specific pen-
alty for failing to disclose a reportable trans-
action; however, such a failure may jeop-
ardize a taxpayer’s ability to claim that any 
income tax understatement attributable to 
such undisclosed transaction is due to rea-
sonable cause, and that the taxpayer acted 
in good faith.67 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment creates a new pen-
alty for any person who fails to include with 
any return or statement any required infor-
mation with respect to a reportable trans-
action. The new penalty applies without re-
gard to whether the transaction ultimately 
results in an understatement of tax, and ap-
plies in addition to any accuracy-related 
penalty that may be imposed. 
Transactions to be disclosed 

The Senate amendment does not define the 
terms ‘‘listed transaction’’ 68 or ‘‘reportable 
transaction,’’ nor does the Senate amend-
ment explain the type of information that 
must be disclosed in order to avoid the impo-
sition of a penalty. Rather, the Senate 
amendment authorizes the Treasury Depart-
ment to define a ‘‘listed transaction’’ and a 
‘‘reportable transaction’’ under section 6011. 
Penalty rate 

The penalty for failing to disclose a report-
able transaction is $50,000. The amount is in-
creased to $100,000 if the failure is with re-
spect to a listed transaction. For large enti-
ties and high net worth individuals, the pen-
alty amount is doubled (i.e., $100,000 for a re-
portable transaction and $200,000 for a listed 
transaction). The penalty cannot be waived 
with respect to a listed transaction. As to re-
portable transactions, the penalty can be re-
scinded (or abated) only if: (1) the taxpayer 
on whom the penalty is imposed has a his-
tory of complying with the Federal tax laws, 
(2) it is shown that the violation is due to an 
unintentional mistake of fact, (3) imposing 
the penalty would be against equity and 
good conscience, and (4) rescinding the pen-
alty would promote compliance with the tax 
laws and effective tax administration. The 
authority to rescind the penalty can only be 
exercised by the IRS Commissioner person-
ally or the head of the Office of Tax Shelter 
Analysis. Thus, the penalty cannot be re-
scinded by a revenue agent, an Appeals offi-
cer, or any other IRS personnel. The decision 
to rescind a penalty must be accompanied by 
a record describing the facts and reasons for 
the action and the amount rescinded. There 
will be no taxpayer right to appeal a refusal 
to rescind a penalty. The IRS also is required 
to submit an annual report to Congress sum-
marizing the application of the disclosure 
penalties and providing a description of each 
penalty rescinded under this provision and 
the reasons for the rescission.

A ‘‘large entity’’ is defined as any entity 
with gross receipts in excess of $10 million in 
the year of the transaction or in the pre-
ceding year. A ‘‘high net worth individual’’ 
is defined as any individual whose net worth 
exceeds $2 million, based on the fair market 
value of the individual’s assets and liabil-
ities immediately before entering into the 
transaction. 

A public entity that is required to pay a 
penalty for failing to disclose a listed trans-
action (or is subject to an understatement 
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69 A reportable avoidance transaction is a report-
able transaction with a significant tax avoidance 
purpose. 

70 Sec. 6662. 
71 Sec. 6662(d)(2)(B). 
72 Sec. 6662(d)(2)(C). 
73 Sec. 6664(c). 

74 Treas. Reg. sec. 1.6662–4(g)(4)(i)(B); Treas. Reg. 
sec. 1.6664–4(c). 

75 The terms ‘‘reportable transaction’’ and ‘‘listed 
transaction’’ have the same meanings as used for 
purposes of the penalty for failing to disclose report-
able transactions.

76 For this purpose, any reduction in the excess of 
deductions allowed for the taxable year over gross 
income for such year, and any reduction in the 
amount of capital losses which would (without re-
gard to section 1211) be allowed for such year, shall 
be treated as an increase in taxable income.

77 See the previous discussion regarding the pen-
alty for failing to disclose a reportable transaction. 

78 The term ‘‘material advisor’’ (defined below in 
connection with the new information filing require-
ments for material advisors) means any person who 
provides any material aid, assistance, or advice with 
respect to organizing, promoting, selling, imple-
menting, or carrying out any reportable trans-
action, and who derives gross income in excess of 
$50,000 in the case of a reportable transaction sub-
stantially all of the tax benefits from which are pro-
vided to natural persons ($250,000 in any other case). 

79 This situation could arise, for example, when an 
advisor has an arrangement or understanding (oral 
or written) with an organizer, manager, or promoter 
of a reportable transaction that such party will rec-
ommend or refer potential participants to the advi-
sor for an opinion regarding the tax treatment of 
the transaction. 

penalty attributable to a non-disclosed listed 
transaction, a non-disclosed reportable 
avoidance transaction,69 or a transaction 
that lacks economic substance) must dis-
close the imposition of the penalty in reports 
to the Securities and Exchange Commission 
for such period as the Secretary shall speci-
fy. The provision applies without regard to 
whether the taxpayer determines the 
amount of the penalty to be material to the 
reports in which the penalty must appear, 
and treats any failure to disclose a trans-
action in such reports as a failure to disclose 
a listed transaction. A taxpayer must dis-
close a penalty in reports to the Securities 
and Exchange Commission once the taxpayer 
has exhausted its administrative and judicial 
remedies with respect to the penalty (or if 
earlier, when paid). 

Effective date 

The provision is effective for returns and 
statements the due date for which is after 
the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

3. Modifications to the accuracy-related pen-
alties for listed transactions and report-
able transactions having a significant 
tax avoidance purpose (sec. 303 of the 
Senate amendment and sec. 6662A of the 
Code) 

PRESENT LAW 

The accuracy-related penalty applies to 
the portion of any underpayment that is at-
tributable to (1) negligence, (2) any substan-
tial understatement of income tax, (3) any 
substantial valuation misstatement, (4) any 
substantial overstatement of pension liabil-
ities, or (5) any substantial estate or gift tax 
valuation understatement. If the correct in-
come tax liability exceeds that reported by 
the taxpayer by the greater of 10 percent of 
the correct tax or $5,000 ($10,000 in the case of 
corporations), then a substantial understate-
ment exists and a penalty may be imposed 
equal to 20 percent of the underpayment of 
tax attributable to the understatement.70 
The amount of any understatement gen-
erally is reduced by any portion attributable 
to an item if (1) the treatment of the item is 
supported by substantial authority, or (2) 
facts relevant to the tax treatment of the 
item were adequately disclosed and there 
was a reasonable basis for its tax treat-
ment.71 

Special rules apply with respect to tax 
shelters.72 For understatements by non-cor-
porate taxpayers attributable to tax shel-
ters, the penalty may be avoided only if the 
taxpayer establishes that, in addition to hav-
ing substantial authority for the position, 
the taxpayer reasonably believed that the 
treatment claimed was more likely than not 
the proper treatment of the item. This re-
duction in the penalty is unavailable to cor-
porate tax shelters. 

The understatement penalty generally is 
abated (even with respect to tax shelters) in 
cases in which the taxpayer can demonstrate 
that there was ‘‘reasonable cause’’ for the 
underpayment and that the taxpayer acted 
in good faith.73 The relevant regulations pro-
vide that reasonable cause exists where the 
taxpayer ‘‘reasonably relies in good faith on 
an opinion based on a professional tax advi-
sor’s analysis of the pertinent facts and au-
thorities [that] * * * unambiguously con-

cludes that there is a greater than 50-percent 
likelihood that the tax treatment of the 
item will be upheld if challenged’’ by the 
IRS.74 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment modifies the 
present-law accuracy related penalty by re-
placing the rules applicable to tax shelters 
with a new accuracy-related penalty that ap-
plies to listed transactions and reportable 
transactions with a significant tax avoidance 
purpose (hereinafter referred to as a ‘‘report-
able avoidance transaction’’).75 The penalty 
rate and defenses available to avoid the pen-
alty vary depending on whether the trans-
action was adequately disclosed. 

Disclosed transactions 

In general, a 20-percent accuracy-related 
penalty is imposed on any understatement 
attributable to an adequately disclosed list-
ed transaction or reportable avoidance trans-
action. The only exception to the penalty is 
if the taxpayer satisfies a more stringent 
reasonable cause and good faith exception 
(hereinafter referred to as the ‘‘strengthened 
reasonable cause exception’’), which is de-
scribed below. The strengthened reasonable 
cause exception is available only if the rel-
evant facts affecting the tax treatment are 
adequately disclosed, there is or was sub-
stantial authority for the claimed tax treat-
ment, and the taxpayer reasonably believed 
that the claimed tax treatment was more 
likely than not the proper treatment. 

Undisclosed transactions 

If the taxpayer does not adequately dis-
close the transaction, the strengthened rea-
sonable cause exception is not available (i.e., 
a strict-liability penalty applies), and the 
taxpayer is subject to an increased penalty 
rate equal to 30 percent of the understate-
ment. 

In addition, a public entity that is required 
to pay the 30 percent penalty must disclose 
the imposition of the penalty in reports to 
the SEC for such periods as the Secretary 
shall specify. The disclosure to the SEC ap-
plies without regard to whether the taxpayer 
determines the amount of the penalty to be 
material to the reports in which the penalty 
must appear, and any failure to disclose such 
penalty in the reports is treated as a failure 
to disclose a listed transaction. A taxpayer 
must disclose a penalty in reports to the 
SEC once the taxpayer has exhausted its ad-
ministrative and judicial remedies with re-
spect to the penalty (or if earlier, when 
paid). 

Once the 30 percent penalty has been in-
cluded in the Revenue Agent Report, the 
penalty cannot be compromised for purposes 
of a settlement without approval of the Com-
missioner personally or the head of the Of-
fice of Tax Shelter Analysis. Furthermore, 
the IRS is required to submit an annual re-
port to Congress summarizing the applica-
tion of this penalty and providing a descrip-
tion of each penalty compromised under this 
provision and the reasons for the com-
promise. 
Determination of the understatement amount 

The penalty is applied to the amount of 
any understatement attributable to the list-
ed or reportable avoidance transaction with-
out regard to other items on the tax return. 

For purposes of the Senate amendment, the 
amount of the understatement is determined 
as the sum of (1) the product of the highest 
corporate or individual tax rate (as appro-
priate) and the increase in taxable income 
resulting from the difference between the 
taxpayer’s treatment of the item and the 
proper treatment of the item (without regard 
to other items on the tax return),76 and (2) 
the amount of any decrease in the aggregate 
amount of credits which results from a dif-
ference between the taxpayer’s treatment of 
an item and the proper tax treatment of such 
item. 

Except as provided in regulations, a tax-
payer’s treatment of an item shall not take 
into account any amendment or supplement 
to a return if the amendment or supplement 
is filed after the earlier of when the taxpayer 
is first contacted regarding an examination 
of the return or such other date as specified 
by the Secretary. 

Strengthened reasonable cause exception 

A penalty is not imposed under the Senate 
amendment with respect to any portion of an 
understatement if it show that there was 
reasonable cause for such portion and the 
taxpayer acted in good faith. Such a showing 
requires (1) adequate disclosure of the facts 
affecting the transaction in accordance with 
the regulations under section 6011,77 (2) that 
there is or was substantial authority for 
such treatment, and (3) that the taxpayer 
reasonably believed that such treatment was 
more likely than not the proper treatment. 
For this purpose, a taxpayer will be treated 
as having a reasonable belief with respect to 
the tax treatment of an item only if such be-
lief (1) is based on the facts and law that 
exist at the time the tax return (that in-
cludes the item) is filed, and (2) relates sole-
ly to the taxpayer’s chances of success on 
the merits and does not take into account 
the possibility that (a) a return will not be 
audited, (b) the treatment will not be raised 
on audit, or (c) the treatment will be re-
solved through settlement if raised. 

A taxpayer may (but is not required to) 
rely on an opinion of a tax advisor in estab-
lishing its reasonable belief with respect to 
the tax treatment of the item. However, a 
taxpayer may not rely on an opinion of a tax 
advisor for this purpose if the opinion (1) is 
provided by a ‘‘disqualified tax advisor,’’ or 
(2) is a ‘‘disqualified opinion.’’ 

Disqualified tax advisor 

A disqualified tax advisor is any advisor 
who (1) is a material advisor 78 and who par-
ticipates in the organization, management, 
promotion or sale of the transaction or is re-
lated (within the meaning of section 267 or 
707) to any person who so participates, (2) is 
compensated directly or indirectly 79 by a 
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80 An advisor should not be treated as participating 
in the organization of a transaction if the advisor’s 
only involvement with respect to the organization 
of the transaction is the rendering of an opinion re-
garding the tax consequences of such transaction. 
However, such an advisor may be a ‘‘disqualified tax 
advisor’’ with respect to the transaction if the advi-
sor participates in the management, promotion or 
sale of the transaction (or if the advisor is com-
pensated by a material advisor, has a fee arrange-
ment that is contingent on the tax benefits of the 
transaction, or as determined by the Secretary, has 
a continuing financial interest with respect to the 
transaction). 

81 Sec. 6662. 
82 Sec. 6662(d)(2)(C). 
83 Sec. 6664(c). 
84 Treas. Reg. sec. 1.6662–4(g)(4)(i)(B); Treas. Reg. 

sec. 1.6664–4(c). 
85 Thus, unlike the new accuracy-related penalty 

under section 6662A (which applies only to listed and 
reportable avoidance transactions), the new penalty 
under this provision applies to any transaction that 
lacks economic substance. 

86 The provision provides that a transaction has 
economic substance only if: (1) the transaction 
changes in a meaningful way (apart from Federal in-
come tax effects) the taxpayer’s economic position, 
and (2) the transaction has a substantial non-tax 
purpose for entering into such transaction and is a 
reasonable means of accomplishing such purpose. 

87 The provision provides that the form of a trans-
action that involves a tax-indifferent party will not 
be respected in certain circumstances. 

88 For this purpose, any reduction in the excess of 
deductions allowed for the taxable year over gross 
income for such year, and any reduction in the 
amount of capital losses that would (without regard 
to section 1211) be allowed for such year, would be 
treated as an increase in taxable income.

material advisor with respect to the trans-
action, (3) has a fee arrangement with re-
spect to the transaction that is contingent 
on all or part of the intended tax benefits 
from the transaction being sustained, or (4) 
as determined under regulations prescribed 
by the Secretary, has a continuing financial 
interest with respect to the transaction. 

A material advisor is considered as partici-
pating in the ‘‘organization’’ of a transaction 
if the advisor performs acts relating to the 
development of the transaction. This may in-
clude, for example, preparing documents (1) 
establishing a structure used in connection 
with the transaction (such as a partnership 
agreement), (2) describing the transaction 
(such as an offering memorandum or other 
statement describing the transaction), or (3) 
relating to the registration of the trans-
action with any federal, state or local gov-
ernment body.80 Participation in the ‘‘man-
agement’’ of a transaction means involve-
ment in the decision-making process regard-
ing any business activity with respect to the 
transaction. Participation in the ‘‘promotion 
or sale’’ of a transaction means involvement 
in the marketing or solicitation of the trans-
action to others. Thus, an advisor who pro-
vides information about the transaction to a 
potential participant is involved in the pro-
motion or sale of a transaction, as is any ad-
visor who recommends the transaction to a 
potential participant. 

Disqualified opinion 
An opinion may not be relied upon if the 

opinion (1) is based on unreasonable factual 
or legal assumptions (including assumptions 
as to future events), (2) unreasonably relies 
upon representations, statements, finding or 
agreements of the taxpayer or any other per-
son, (3) does not identify and consider all rel-
evant facts, or (4) fails to meet any other re-
quirement prescribed by the Secretary. 
Coordination with other penalties 

Any understatement upon which a penalty 
is imposed under this provision is not subject 
to the accuracy-related penalty under sec-
tion 6662. However, such understatement is 
included for purposes of determining whether 
any understatement (as defined in sec. 
6662(d)(2)) is a substantial understatement as 
defined under section 6662(d)(1). 

The penalty imposed under this provision 
shall not apply to any portion of an under-
statement to which a fraud penalty is ap-
plied under section 6663. 
Effective date 

The provision is effective for taxable years 
ending after the date of enactment.

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
4. Penalty for understatements from trans-

actions lacking economic substance (sec. 
304 of the Senate amendment and sec. 
6662B of the Code) 

PRESENT LAW 
An accuracy-related penalty applies to the 

portion of any underpayment that is attrib-
utable to (1) negligence, (2) any substantial 
understatement of income tax, (3) any sub-

stantial valuation misstatement, (4) any sub-
stantial overstatement of pension liabilities, 
or (5) any substantial estate or gift tax valu-
ation understatement. If the correct income 
tax liability exceeds that reported by the 
taxpayer by the greater of 10 percent of the 
correct tax or $5,000 ($10,000 in the case of 
corporations), then a substantial understate-
ment exists and a penalty may be imposed 
equal to 20 percent of the underpayment of 
tax attributable to the understatement.81 
The amount of any understatement is re-
duced by any portion attributable to an item 
if (1) the treatment of the item is supported 
by substantial authority, or (2) facts rel-
evant to the tax treatment of the item were 
adequately disclosed and there was a reason-
able basis for its tax treatment. 

Special rules apply with respect to tax 
shelters.82 For understatements by non-cor-
porate taxpayers attributable to tax shel-
ters, the penalty may be avoided only if the 
taxpayer establishes that, in addition to hav-
ing substantial authority for the position, 
the taxpayer reasonably believed that the 
treatment claimed was more likely than not 
the proper treatment of the item. This re-
duction in the penalty is unavailable to cor-
porate tax shelters. 

The penalty generally is abated (even with 
respect to tax shelters) in cases in which the 
taxpayer can demonstrate that there was 
‘‘reasonable cause’’ for the underpayment 
and that the taxpayer acted in good faith. 83 
The relevant regulations provide that rea-
sonable cause exists where the taxpayer 
‘‘reasonably relies in good faith on an opin-
ion based on a professional tax advisor’s 
analysis of the pertinent facts and authori-
ties [that] . . . unambiguously concludes 
that there is a greater than 50–percent likeli-
hood that the tax treatment of the item will 
be upheld if challenged’’ by the IRS. 84 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment imposes a penalty 
for an understatement attributable to any 
transaction that lacks economic substance 
(referred to in the statute as a ‘‘non-eco-
nomic substance transaction understate-
ment’’).85 The penalty rate is 40 percent (re-
duced to 20 percent if the taxpayer ade-
quately discloses the relevant facts in ac-
cordance with regulations prescribed under 
section 6011). No exceptions (including the 
reasonable cause or rescission rules) to the 
penalty would be available under the Senate 
amendment (i.e., the penalty is a strict-li-
ability penalty). 

A ‘‘non-economic substance transaction’’ 
means any transaction if (1) the transaction 
lacks economic substance (as defined in the 
earlier Senate amendment provision regard-
ing the economic substance doctrine),86 (2) 
the transaction was not respected under the 
rules relating to transactions with tax-indif-
ferent parties (as described in the earlier 
Senate amendment provision regarding the 

economic substance doctrine),87 or (3) any 
similar rule of law. For this purpose, a simi-
lar rule of law would include, for example, an 
understatement attributable to a trans-
action that is determined to be a sham 
transaction. 

For purposes of the Senate amendment, 
the calculation of an ‘‘understatement’’ is 
made in the same manner as in the separate 
Senate amendment provision relating to ac-
curacy-related penalties for listed and re-
portable avoidance transactions (new sec. 
6662A). Thus, the amount of the understate-
ment under the Senate amendment would be 
determined as the sum of (1) the product of 
the highest corporate or individual tax rate 
(as appropriate) and the increase in taxable 
income resulting from the difference be-
tween the taxpayer’s treatment of the item 
and the proper treatment of the item (with-
out regard to other items on the tax re-
turn),88 and (2) the amount of any decrease in 
the aggregate amount of credits which re-
sults from a difference between the tax-
payer’s treatment of an item and the proper 
tax treatment of such item. In essence, the 
penalty will apply to the amount of any un-
derstatement attributable solely to a non-
economic substance transaction. 

Except as provided in regulations, the tax-
payer’s treatment of an item will not take 
into account any amendment or supplement 
to a return if the amendment or supplement 
is filed after the earlier of the date the tax-
payer is first contacted regarding an exam-
ination of the return or such other date as 
specified by the Secretary. 

A public entity that is required to pay a 
penalty under the Senate amendment (re-
gardless of whether the transaction was dis-
closed) must disclose the imposition of the 
penalty in reports to the SEC for such peri-
ods as the Secretary shall specify. The dis-
closure to the SEC applies without regard to 
whether the taxpayer determines the 
amount of the penalty to be material to the 
reports in which the penalty must appear, 
and any failure to disclose such penalty in 
the reports is treated as a failure to disclose 
a listed transaction. A taxpayer must dis-
close a penalty in reports to the SEC once 
the taxpayer has exhausted its administra-
tive and judicial remedies with respect to 
the penalty (or if earlier, when paid). 

Once a penalty (regardless of whether the 
transaction was disclosed) has been included 
in the Revenue Agent Report, the penalty 
cannot be compromised for purposes of a set-
tlement without approval of the Commis-
sioner personally or the head of the Office of 
Tax Shelter Analysis. Furthermore, the IRS 
is required to submit an annual report to 
Congress summarizing the application of this 
penalty and providing a description of each 
penalty compromised under this provision 
and the reasons for the compromise. 

Any understatement to which a penalty is 
imposed under the Senate amendment will 
not be subject to the accuracy-related pen-
alty under section 6662 or under new 6662A 
(accuracy-related penalties for listed and re-
portable avoidance transactions). However, 
an understatement under this provision 
would be taken into account for purposes of 
determining whether any understatement (as 
defined in sec. 6662(d)(2)) is a substantial un-
derstatement as defined under section 
6662(d)(1). The penalty imposed under this 
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89 Sec. 6662(a) and (d)(1)(A). 
90 Sec. 6662(d)(2)(B). 
91 Sec. 6662(d)(2)(D). 

92 Sec. 6111(a). 
93 The tax shelter ratio is, with respect to any 

year, the ratio that the aggregate amount of the de-
ductions and 350 percent of the credits, which are 
represented to be potentially allowable to any inves-
tor, bears to the investment base (money plus basis 
of assets contributed) as of the close of the tax year. 

94 Sec. 6111(c). 
95 Sec. 6111(d). 

96 Treas. Reg. sec. 301.6111–2(b)(2). 
97 Treas. Reg. sec. 301.6111–2(b)(3). 
98 Treas. Reg. sec. 301.6111–2(b)(4).
99 The regulations provide that the determination 

of whether an arrangement is offered under condi-
tions of confidentiality is based on all the facts and 
circumstances surrounding the offer. If an offeree’s 
disclosure of the structure or tax aspects of the 
transaction are limited in any way by an express or 
implied understanding or agreement with or for the 
benefit of a tax shelter promoter, an offer is consid-
ered made under conditions of confidentiality, 
whether or not such understanding or agreement is 
legally binding. Treas. Reg. sec. 301.6111–2(c)(1). 

100 Sec. 6707. 
101 The terms ‘‘reportable transaction’’ and ‘‘listed 

transaction’’ have the same meaning as previously 
described in connection with the taxpayer-related 
provisions. 

102 See the previous discussion regarding the dis-
closure requirements under new section 6707A. 

provision will not apply to any portion of an 
understatement to which a fraud penalty is 
applied under section 6663. 

Effective date.—The provision applies to 
transactions entered into on or after May 8, 
2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

5. Modifications to the substantial under-
statement penalty (sec. 305 of the Senate 
amendment and sec. 6662 of the Code) 

PRESENT LAW 

Definition of substantial understatement 

An accuracy-related penalty equal to 20 
percent applies to any substantial under-
statement of tax. A ‘‘substantial understate-
ment’’ exists if the correct income tax liabil-
ity for a taxable year exceeds that reported 
by the taxpayer by the greater of 10 percent 
of the correct tax or $5,000 ($10,000 in the case 
of most corporations).89 

Reduction of understatement for certain posi-
tions 

For purposes of determining whether a 
substantial understatement penalty applies, 
the amount of any understatement generally 
is reduced by any portion attributable to an 
item if (1) the treatment of the item is sup-
ported by substantial authority, or (2) facts 
relevant to the tax treatment of the item 
were adequately disclosed and there was a 
reasonable basis for its tax treatment.90 

The Secretary is required to publish annu-
ally in the Federal Register a list of posi-
tions for which the Secretary believes there 
is not substantial authority and which affect 
a significant number of taxpayers.91 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Definition of substantial understatement 

The Senate amendment modifies the defi-
nition of ‘‘substantial’’ for corporate tax-
payers. Under the Senate amendment, a cor-
porate taxpayer has a substantial under-
statement if the amount of the understate-
ment for the taxable year exceeds the lesser 
of (1) 10 percent of the tax required to be 
shown on the return for the taxable year (or, 
if greater, $10,000), or (2) $10 million. 

Reduction of understatement for certain posi-
tions 

The Senate amendment elevates the stand-
ard that a taxpayer must satisfy in order to 
reduce the amount of an understatement for 
undisclosed items. With respect to the treat-
ment of an item whose facts are not ade-
quately disclosed, a resulting understate-
ment is reduced only if the taxpayer had a 
reasonable belief that the tax treatment was 
more likely than not the proper treatment. 
The Senate amendment also authorizes (but 
does not require) the Secretary to publish a 
list of positions for which it believes there is 
not substantial authority or there is no rea-
sonable belief that the tax treatment is more 
likely than not the proper treatment (with-
out regard to whether such positions affect a 
significant number of taxpayers). The list 
shall be published in the Federal Register or 
the Internal Revenue Bulletin.

Effective date 

The provision is effective for taxable years 
beginning after date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

6. Tax shelter exception to confidentiality 
privileges relating to taxpayer commu-
nications (sec. 306 of the Senate amend-
ment and sec. 7525 of the Code) 

PRESENT LAW 

In general, a common law privilege of con-
fidentiality exists for communications be-
tween an attorney and client with respect to 
the legal advice the attorney gives the cli-
ent. The Code provides that, with respect to 
tax advice, the same common law protec-
tions of confidentiality that apply to a com-
munication between a taxpayer and an attor-
ney also apply to a communication between 
a taxpayer and a federally authorized tax 
practitioner to the extent the communica-
tion would be considered a privileged com-
munication if it were between a taxpayer 
and an attorney. This rule is inapplicable to 
communications regarding corporate tax 
shelters. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment modifies the rule 
relating to corporate tax shelters by making 
it applicable to all tax shelters, whether en-
tered into by corporations, individuals, part-
nerships, tax-exempt entities, or any other 
entity. Accordingly, communications with 
respect to tax shelters are not subject to the 
confidentiality provision of the Code that 
otherwise applies to a communication be-
tween a taxpayer and a federally authorized 
tax practitioner. 

Effective date.—The provision is effective 
with respect to communications made on or 
after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

7. Disclosure of reportable transactions by 
material advisors (secs. 307 and 308 of the 
Senate amendment and secs. 6111 and 
6707 of the Code) 

PRESENT LAW 

Registration of tax shelter arrangements 

An organizer of a tax shelter is required to 
register the shelter with the Secretary not 
later than the day on which the shelter is 
first offered for sale.92 A ‘‘tax shelter’’ means 
any investment with respect to which the 
tax shelter ratio 93 for any investor as of the 
close of any of the first five years ending 
after the investment is offered for sale may 
be greater than two to one and which is: (1) 
required to be registered under Federal or 
State securities laws, (2) sold pursuant to an 
exemption from registration requiring the 
filing of a notice with a Federal or State se-
curities agency, or (3) a substantial invest-
ment (greater than $250,000 and at least five 
investors).94 

Other promoted arrangements are treated 
as tax shelters for purposes of the registra-
tion requirement if: (1) a significant purpose 
of the arrangement is the avoidance or eva-
sion of Federal income tax by a corporate 
participant; (2) the arrangement is offered 
under conditions of confidentiality; and (3) 
the promoter may receive fees in excess of 
$100,000 in the aggregate.95 

In general, a transaction has a ‘‘significant 
purpose of avoiding or evading Federal in-
come tax’’ if the transaction: (1) is the same 

as or substantially similar to a ‘‘listed trans-
action,’’96 or (2) is structured to produce tax 
benefits that constitute an important part of 
the intended results of the arrangement and 
the promoter reasonably expects to present 
the arrangement to more than one tax-
payer.97 Certain exceptions are provided with 
respect to the second category of trans-
actions.98 

An arrangement is offered under condi-
tions of confidentiality if: (1) an offeree has 
an understanding or agreement to limit the 
disclosure of the transaction or any signifi-
cant tax features of the transaction; or (2) 
the promoter knows, or has reason to know 
that the offeree’s use or disclosure of infor-
mation relating to the transaction is limited 
in any other manner.99 
Failure to register tax shelter 

The penalty for failing to timely register a 
tax shelter (or for filing false or incomplete 
information with respect to the tax shelter 
registration) generally is the greater of one 
percent of the aggregate amount invested in 
the shelter or $500.100 However, if the tax 
shelter involves an arrangement offered to a 
corporation under conditions of confiden-
tiality, the penalty is the greater of $10,000 
or 50 percent of the fees payable to any pro-
moter with respect to offerings prior to the 
date of late registration. Intentional dis-
regard of the requirement to register in-
creases the penalty to 75 percent of the ap-
plicable fees. 

Section 6707 also imposes (1) a $100 penalty 
on the promoter for each failure to furnish 
the investor with the required tax shelter 
identification number, and (2) a $250 penalty 
on the investor for each failure to include 
the tax shelter identification number on a 
return. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Disclosure of reportable transactions by material 

advisors 
The Senate amendment repeals the present 

law rules with respect to registration of tax 
shelters. Instead, the Senate amendment re-
quires each material advisor with respect to 
any reportable transaction (including any 
listed transaction) 101 to timely file an infor-
mation return with the Secretary (in such 
form and manner as the Secretary may pre-
scribe). The return must be filed on such 
date as specified by the Secretary. 

The information return will include (1) in-
formation identifying and describing the 
transaction, (2) information describing any 
potential tax benefits expected to result 
from the transaction, and (3) such other in-
formation as the Secretary may prescribe. It 
is expected that the Secretary may seek 
from the material advisor the same type of 
information that the Secretary may request 
from a taxpayer in connection with a report-
able transaction.102 
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103 The terms ‘‘reportable transaction’’ and ‘‘listed 
transaction’’ have the same meaning as previously 
described in connection with the taxpayer-related 
provisions.

104 The Secretary’s present-law authority to post-
pone certain tax-related deadlines because of Presi-
dentially-declared disasters (sec. 7508A) will also en-
compass the authority to postpone the reporting 
deadlines established by the provision. 

105 Sec. 6112. 
106 Treas. Reg. sec. 301–6112–1. 
107 A special rule applies the list maintenance re-

quirements to transactions entered into after Feb-
ruary 28, 2000 if the transaction becomes a listed 
transaction (as defined in Treas. Reg. 1.6011–4) after 
February 28, 2003. 

108 Treas. Reg. sec. 301.6112–1(c)(1). 
109 Treas. Reg. sec. 301.6112–1(c)(2) and (3). 
110 Treas. Reg. sec. 301.6112–1(b). 
111 Sec. 6112(c)(2). 

112 The term ‘‘material advisor’’ has the same 
meaning as when used in connection with the re-
quirement to file an information return under sec-
tion 6111. 

113 The terms ‘‘reportable transaction’’ and ‘‘listed 
transaction’’ have the same meaning as previously 
described in connection with the taxpayer-related 
provisions.

114 In no event will failure to maintain a list be 
considered reasonable cause for failing to make a 
list available to the Secretary. 

115 Sec. 7408. 
116 Sec. 6707, as amended by other provisions of this 

bill. 
117 Sec. 6708, as amended by other provisions of this 

bill. 

A ‘‘material advisor’’ means any person (1) 
who provides material aid, assistance, or ad-
vice with respect to organizing, promoting, 
selling, implementing, or carrying out any 
reportable transaction, and (2) who directly 
or indirectly derives gross income in excess 
of $250,000 ($50,000 in the case of a reportable 
transaction substantially all of the tax bene-
fits from which are provided to natural per-
sons) for such advice or assistance. 

The Secretary may prescribe regulations 
which provide (1) that only one material ad-
visor has to file an information return in 
cases in which two or more material advisors 
would otherwise be required to file informa-
tion returns with respect to a particular re-
portable transaction, (2) exemptions from 
the requirements of this section, and (3) 
other rules as may be necessary or appro-
priate to carry out the purposes of this sec-
tion (including, for example, rules regarding 
the aggregation of fees in appropriate cir-
cumstances). 

Penalty for failing to furnish information re-
garding reportable transactions 

The Senate amendment repeals the present 
law penalty for failure to register tax shel-
ters. Instead, the Senate amendment im-
poses a penalty on any material advisor who 
fails to file an information return, or who 
files a false or incomplete information re-
turn, with respect to a reportable trans-
action (including a listed transaction).103 The 
amount of the penalty is $50,000. If the pen-
alty is with respect to a listed transaction, 
the amount of the penalty is increased to the 
greater of (1) $200,000, or (2) 50 percent of the 
gross income of such person with respect to 
aid, assistance, or advice which is provided 
with respect to the transaction before the 
date the information return that includes 
the transaction is filed. Intentional dis-
regard by a material advisor of the require-
ment to disclose a listed transaction in-
creases the penalty to 75 percent of the gross 
income. 

The penalty cannot be waived with respect 
to a listed transaction. As to reportable 
transactions, the penalty can be rescinded 
(or abated) only in exceptional cir-
cumstances.104 All or part of the penalty may 
be rescinded only if: (1) the material advisor 
on whom the penalty is imposed has a his-
tory of complying with the Federal tax laws, 
(2) it is shown that the violation is due to an 
unintentional mistake of fact, (3) imposing 
the penalty would be against equity and 
good conscience, and (4) rescinding the pen-
alty would promote compliance with the tax 
laws and effective tax administration. The 
authority to rescind the penalty can only be 
exercised by the Commissioner personally or 
the head of the Office of Tax Shelter Anal-
ysis; this authority to rescind cannot other-
wise be delegated by the Commissioner. 
Thus, the penalty cannot be rescinded by a 
revenue agent, an Appeals officer, or other 
IRS personnel. The decision to rescind a pen-
alty must be accompanied by a record de-
scribing the facts and reasons for the action 
and the amount rescinded. There will be no 
right to appeal a refusal to rescind a penalty. 
The IRS also is required to submit an annual 
report to Congress summarizing the applica-
tion of the disclosure penalties and providing 
a description of each penalty rescinded under 

this provision and the reasons for the rescis-
sion. 

Effective date 

The Senate amendment requiring disclo-
sure of reportable transactions by material 
advisors applies to transactions with respect 
to which material aid, assistance or advice is 
provided after the date of enactment. The 
Senate amendment imposing a penalty for 
failing to disclose reportable transactions 
applies to returns the due date for which is 
after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

8. Investor lists and modification of penalty 
for failure to maintain investor lists 
(secs. 307 and 309 of the Senate amend-
ment and secs. 6112 and 6708 of the Code) 

PRESENT LAW 

Investor lists 

Any organizer or seller of a potentially 
abusive tax shelter must maintain a list 
identifying each person who was sold an in-
terest in any such tax shelter with respect to 
which registration was required under sec-
tion 6111 (even though the particular party 
may not have been subject to confidentiality 
restrictions).105 Recently issued regulations 
under section 6112 contain rules regarding 
the list maintenance requirements.106 In gen-
eral, the regulations apply to transactions 
that are potentially abusive tax shelters en-
tered into, or acquired after, February 28, 
2003.107 

The regulations provide that a person is an 
organizer or seller of a potentially abusive 
tax shelter if the person is a material advisor 
with respect to that transaction.108 A mate-
rial advisor is defined any person who is re-
quired to register the transaction under sec-
tion 6111, or expects to receive a minimum 
fee of (1) $250,000 for a transaction that is a 
potentially abusive tax shelter if all partici-
pants are corporations, or (2) $50,000 for any 
other transaction that is a potentially abu-
sive tax shelter.109 For listed transactions (as 
defined in the regulations under section 
6011), the minimum fees are reduced to 
$25,000 and $10,000, respectively. 

A potentially abusive tax shelter is any 
transaction that (1) is required to be reg-
istered under section 6111, (2) is a listed 
transaction (as defined under the regulations 
under section 6011), or (3) any transaction 
that a potential material advisor, at the 
time the transaction is entered into, knows 
is or reasonably expects will become a re-
portable transaction (as defined under the 
new regulations under section 6011).110 

The Secretary is required to prescribe reg-
ulations which provide that, in cases in 
which two or more persons are required to 
maintain the same list, only one person 
would be required to maintain the list.111 

Penalty for failing to maintain investor lists 

Under section 6708, the penalty for failing 
to maintain the list required under section 
6112 is $50 for each name omitted from the 
list (with a maximum penalty of $100,000 per 
year). 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Investor lists 

Each material advisor 112 with respect to a 
reportable transaction (including a listed 
transaction) 113 is required to maintain a list 
that (1) identifies each person with respect 
to whom the advisor acted as a material ad-
visor with respect to the reportable trans-
action, and (2) contains other information as 
may be required by the Secretary. In addi-
tion, the Senate amendment authorizes (but 
does not require) the Secretary to prescribe 
regulations which provide that, in cases in 
which 2 or more persons are required to 
maintain the same list, only one person 
would be required to maintain the list. 

Penalty for failing to maintain investor lists 

The Senate amendment modifies the pen-
alty for failing to maintain the required list 
by making it a time-sensitive penalty. Thus, 
a material advisor who is required to main-
tain an investor list and who fails to make 
the list available upon written request by 
the Secretary within 20 business days after 
the request will be subject to a $10,000 per 
day penalty. The penalty applies to a person 
who fails to maintain a list, maintains an in-
complete list, or has in fact maintained a 
list but does not make the list available to 
the Secretary. The penalty can be waived if 
the failure to make the list available is due 
to reasonable cause.114 

Effective date 

The Senate amendment requiring a mate-
rial advisor to maintain an investor list ap-
plies to transactions with respect to which 
material aid, assistance or advice is provided 
after the date of enactment. The Senate 
amendment imposing a penalty for failing to 
maintain investor lists applies to requests 
made after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

9. Actions to enjoin conduct with respect to 
tax shelters and reportable transactions 
(sec. 310 of the Senate amendment and 
sec. 7408 of the Code) 

PRESENT LAW 

The Code authorizes civil action to enjoin 
any person from promoting abusive tax shel-
ters or aiding or abetting the understate-
ment of tax liability.115 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment expands this rule 
so that injunctions may also be sought with 
respect to the requirements relating to the 
reporting of reportable transactions 116 and 
the keeping of lists of investors by material 
advisors.117 Thus, under the Senate amend-
ment, an injunction may be sought against a 
material advisor to enjoin the advisor from 
(1) failing to file an information return with 
respect to a reportable transaction, or (2) 
failing to maintain, or to timely furnish 
upon written request by the Secretary, a list 
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118 31 U.S.C. 5314. 
119 31 U.S.C. 5321(a)(5). 

120 31 U.S.C. 5322. 
121 A Report to Congress in Accordance with Sec. 

361(b) of the Uniting and Strengthening America by 
Providing Appropriate Tools Required to Intercept 
and Obstruct Terrorism Act of 2001, April 26, 2002. 

122 Sec. 361(b) of the USA PATRIOT Act of 2001 
(Pub. L. 107–56). 

123 Because in general the Tax Court is the only 
pre-payment forum available to taxpayers, it deals 
with most of the frivolous, groundless, or dilatory 
arguments raised in tax cases. 

124 Sec. 6700. 
125 Sec. 6501(a). 
126 For this purpose, a return that is filed before 

the date on which it is due is considered to be filed 
on the required due date (sec. 6501(b)(1)). 

of investors with respect to each reportable 
transaction. 

Effective date.—The provision is effective 
on the day after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
10. Understatement of taxpayer’s liability by 

income tax return preparer (sec. 311 of 
the Senate amendment and sec. 6694 of 
the Code) 

PRESENT LAW 
An income tax return preparer who pre-

pares a return with respect to which there is 
an understatement of tax that is due to a po-
sition for which there was not a realistic 
possibility of being sustained on its merits 
and the position was not disclosed (or was 
frivolous) is liable for a penalty of $250, pro-
vided that the preparer knew or reasonably 
should have known of the position. An in-
come tax return preparer who prepares a re-
turn and engages in specified willful or reck-
less conduct with respect to preparing such a 
return is liable for a penalty of $1,000. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment alters the stand-

ards of conduct that must be met to avoid 
imposition of the first penalty. The Senate 
amendment replaces the realistic possibility 
standard with a requirement that there be a 
reasonable belief that the tax treatment of 
the position was more likely than not the 
proper treatment. The Senate amendment 
also replaces the not frivolous standard with 
the requirement that there be a reasonable 
basis for the tax treatment of the position. 

In addition, the Senate amendment in-
creases the amount of these penalties. The 
penalty relating to not having a reasonable 
belief that the tax treatment was more like-
ly than not the proper tax treatment is in-
creased from $250 to $1,000. The penalty re-
lating to willful or reckless conduct is in-
creased from $1,000 to $5,000. 

Effective date.—The provision is effective 
for documents prepared after the date of en-
actment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
11. Penalty for failure to report interests in 

foreign financial accounts (sec. 312 of the 
Senate amendment and sec. 5321 of Title 
31, United States Code) 

PRESENT LAW 
The Secretary of the Treasury must re-

quire citizens, residents, or persons doing 
business in the United States to keep records 
and file reports when that person makes a 
transaction or maintains an account with a 
foreign financial entity.118 In general, indi-
viduals must fulfill this requirement by an-
swering questions regarding foreign accounts 
or foreign trusts that are contained in Part 
III of Schedule B of the IRS Form 1040. Tax-
payers who answer ‘‘yes’’ in response to the 
question regarding foreign accounts must 
then file Treasury Department Form TD F 
90–22.1. This form must be filed with the De-
partment of the Treasury, and not as part of 
the tax return that is filed with the IRS. 

The Secretary of the Treasury may impose 
a civil penalty on any person who willfully 
violates this reporting requirement. The 
civil penalty is the amount of the trans-
action or the value of the account, up to a 
maximum of $100,000; the minimum amount 
of the penalty is $25,000.119 In addition, any 

person who willfully violates this reporting 
requirement is subject to a criminal penalty. 
The criminal penalty is a fine of not more 
than $250,000 or imprisonment for not more 
than five years (or both); if the violation is 
part of a pattern of illegal activity, the max-
imum amount of the fine is increased to 
$500,000 and the maximum length of impris-
onment is increased to 10 years.120 

On April 26, 2002, the Secretary of the 
Treasury submitted to the Congress a report 
on these reporting requirements.121 This re-
port, which was statutorily required,122 stud-
ies methods for improving compliance with 
these reporting requirements. It makes sev-
eral administrative recommendations, but 
no legislative recommendations. A further 
report was required to be submitted by the 
Secretary of the Treasury to the Congress by 
October 26, 2002. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment adds an additional 

civil penalty that may be imposed on any 
person who violates this reporting require-
ment (without regard to willfulness). This 
new civil penalty is up to $5,000. The penalty 
may be waived if any income from the ac-
count was properly reported on the income 
tax return and there was reasonable cause 
for the failure to report. 

Effective date.—The provision is effective 
with respect to failures to report occurring 
on or after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
12. Frivolous tax returns and submissions 

(sec. 313 of the Senate amendment and 
sec. 6702 of the Code) 

PRESENT LAW 
The Code provides that an individual who 

files a frivolous income tax return is subject 
to a penalty of $500 imposed by the IRS (sec. 
6702). The Code also permits the Tax Court 123 
to impose a penalty of up to $25,000 if a tax-
payer has instituted or maintained pro-
ceedings primarily for delay or if the tax-
payer’s position in the proceeding is frivo-
lous or groundless (sec. 6673(a)). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment modifies the IRS-

imposed penalty by increasing the amount of 
the penalty to up to $5,000 and by applying it 
to all taxpayers and to all types of Federal 
taxes. 

The Senate amendment also modifies 
present law with respect to certain submis-
sions that raise frivolous arguments or that 
are intended to delay or impede tax adminis-
tration. The submissions to which the Sen-
ate amendment applies are requests for a 
collection due process hearing, installment 
agreements, offers-in-compromise, and tax-
payer assistance orders. First, the Senate 
amendment permits the IRS to dismiss such 
requests. Second, the Senate amendment 
permits the IRS to impose a penalty of up to 
$5,000 for such requests, unless the taxpayer 
withdraws the request after being given an 
opportunity to do so.

The Senate amendment requires the IRS to 
publish a list of positions, arguments, re-
quests, and submissions determined to be 
frivolous for purposes of these provisions. 

Effective date.—The provision is effective 
for submissions made and issues raised after 
the date on which the Secretary first pre-
scribes the required list. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

13. Penalties on promoters of tax shelters 
(sec. 314 of the Senate amendment and 
sec. 6700 of the Code) 

PRESENT LAW 

A penalty is imposed on any person who 
organizes, assists in the organization of, or 
participates in the sale of any interest in, a 
partnership or other entity, any investment 
plan or arrangement, or any other plan or ar-
rangement, if in connection with such activ-
ity the person makes or furnishes a quali-
fying false or fraudulent statement or a 
gross valuation overstatement.124 A qualified 
false or fraudulent statement is any state-
ment with respect to the allowability of any 
deduction or credit, the excludability of any 
income, or the securing of any other tax ben-
efit by reason of holding an interest in the 
entity or participating in the plan or ar-
rangement which the person knows or has 
reason to know is false or fraudulent as to 
any material matter. A ‘‘gross valuation 
overstatement’’ means any statement as to 
the value of any property or services if the 
stated value exceeds 200 percent of the cor-
rect valuation, and the value is directly re-
lated to the amount of any allowable income 
tax deduction or credit. 

The amount of the penalty is $1,000 (or, if 
the person establishes that it is less, 100 per-
cent of the gross income derived or to be de-
rived by the person from such activity). A 
penalty attributable to a gross valuation 
misstatement can be waived on a showing 
that there was a reasonable basis for the 
valuation and it was made in good faith. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment modifies the pen-
alty amount to equal 50 percent of the gross 
income derived by the person from the activ-
ity for which the penalty is imposed. The 
new penalty rate applies to any activity that 
involves a statement regarding the tax bene-
fits of participating in a plan or arrangement 
if the person knows or has reason to know 
that such statement is false or fraudulent as 
to any material matter. The enhanced pen-
alty does not apply to a gross valuation 
overstatement.

Effective date.—The provision is effective 
for activities after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

14. Extend statute of limitations for certain 
undisclosed transactions (sec. 315 of the 
Senate amendment and sec. 6501 of the 
Code) 

PRESENT LAW 

In general, the Code requires that taxes be 
assessed within three years 125 after the date 
a return is filed.126 If there has been a sub-
stantial omission of items of gross income 
that total more than 25 percent of the 
amount of gross income shown on the return, 
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127 Sec. 6501(e). 
128 Sec. 6501(c). 
129 The tax year extended is the tax year the trans-

action is entered into. 
130 The term ‘‘listed transaction’’ has the same 

meaning as described in a previous provision regard-
ing the penalty for failure to disclose reportable 
transactions. 

131 However, if the Treasury Department lists a 
transaction in a year subsequent to the year a tax-
payer entered into such transaction, and the tax-
payer’s tax return for the year the transaction was 
entered into is closed by the statute of limitations 
prior to the transaction becoming a listed trans-
action, this provision does not re-open the statute of 
limitations for such year. 

132 Sec. 163(a). 
133 The definitions of these transactions are the 

same as those previously described in connection 
with the provision to modify the accuracy-related 
penalty for listed and certain reportable trans-
actions and the provision to impose a penalty on un-
derstatements attributable to transactions that 
lack economic substance. 

134 Sec. 351. 
135 Sec. 358. 
136 Secs. 334(b) and 362(a) and (b). 
137 The Senate Amendment also applies to trans-

fers from a tax-exempt organization where gain or 
loss would not be subject to tax if the property were 
sold by the organization. 

138 Sec. 721(a). 
139 Sec. 731(a) and (b).
140Sec. 732(b). 
141 Sec. 754. 
142 Sec. 755(a). 

the period during which an assessment must 
be made is extended to six years.127 If an as-
sessment is not made within the required 
time periods, the tax generally cannot be as-
sessed or collected at any future time. Tax 
may be assessed at any time if the taxpayer 
files a false or fraudulent return with the in-
tent to evade tax or if the taxpayer does not 
file a tax return at all.128 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment extends the stat-
ute of limitations to six years with respect 
to the entire tax return 129 if a taxpayer re-
quired to disclose a listed transaction 130 fails 
to do so in the manner required. For exam-
ple, if a taxpayer entered into a transaction 
in 2005 that becomes a listed transaction in 
2006 and the taxpayer fails to disclose such 
transaction in the manner required by Treas-
ury regulations, the 2005 tax return will be 
subject to a six-year statute of limita-
tions.131 

Effective date.—The provision is effective 
for transactions entered into in taxable 
years beginning after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

15. Deny deduction for interest paid to IRS 
on underpayments involving certain tax-
motivated transactions (sec. 316 of the 
Senate amendment and sec. 163 of the 
Code) 

PRESENT LAW 

In general, corporations may deduct inter-
est paid or accrued within a taxable year on 
indebtedness.132 Interest on indebtedness to 
the Federal government attributable to an 
underpayment of tax generally may be de-
ducted pursuant to this provision. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment disallows any de-
duction for interest paid or accrued within a 
taxable year on any portion of an under-
payment of tax that is attributable to an un-
derstatement arising from (1) an undisclosed 
reportable avoidance transaction, (2) an un-
disclosed listed transaction, or (3) a trans-
action that lacks economic substance.133 

Effective date.—The provision is effective 
for underpayments attributable to trans-
actions entered into in taxable years begin-
ning after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.

B. Enron-Related Tax Shelter Related 
Provisions 

1. Limitation on transfer and importation of 
built-in losses (sec. 321 of the Senate 
amendment and secs. 362 and 334 of the 
Code) 

PRESENT LAW 
Generally, no gain or loss is recognized 

when one or more persons transfer property 
to a corporation in exchange for stock and 
immediately after the exchange such person 
or persons control the corporation.134 The 
transferor’s basis in the stock of the con-
trolled corporation is the same as the basis 
of the property contributed to the controlled 
corporation, increased by the amount of any 
gain (or dividend) recognized by the trans-
feror on the exchange, and reduced by the 
amount of any money or property received, 
and by the amount of any loss recognized by 
the transferor.135 

The basis of property received by a cor-
poration, whether from domestic or foreign 
transferors, in a tax-free incorporation, reor-
ganization, or liquidation of a subsidiary 
corporation is the same as the adjusted basis 
in the hands of the transferor, adjusted for 
gain or loss recognized by the transferor.136 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Importation of built-in losses 

The Senate amendment provides that if a 
net built-in loss is imported into the U.S in 
a tax-free organization or reorganization 
from persons not subject to U.S. tax, the 
basis of each property so transferred is its 
fair market value.137 A similar rule applies 
in the case of the tax-free liquidation by a 
domestic corporation of its foreign sub-
sidiary. 

Under the Senate amendment, a net built-
in loss is treated as imported into the U.S. if 
the aggregate adjusted bases of property re-
ceived by a transferee corporation exceeds 
the fair market value of the properties trans-
ferred. Thus, for example, if in a tax-free in-
corporation, some properties are received by 
a corporation from U. S. persons subject to 
tax, and some properties are received from 
foreign persons not subject to U.S. tax, this 
provision applies to limit the adjusted basis 
of each property received from the foreign 
persons to the fair market value of the prop-
erty. In the case of a transfer by a partner-
ship (either domestic or foreign), this provi-
sion applies as if the properties had been 
transferred by each of the partners in pro-
portion to their interests in the partnership. 
Limitation on transfer of built-in-losses in sec-

tion 351 transactions 
The Senate amendment provides that if 

the aggregate adjusted bases of property con-
tributed by a transferor (or by a control 
group of which the transferor is a member) 
to a corporation exceed the aggregate fair 
market value of the property transferred in 
a tax-free incorporation, the transferee’s ag-
gregate basis of the properties is limited to 
the aggregate fair market value of the trans-
ferred property. Under the Senate amend-
ment, any required basis reduction is allo-
cated among the transferred properties in 
proportion to their built-in-loss immediately 
before the transaction. In the case of a trans-
fer in which the transferor owns at least 80 
percent of the vote and value of the stock of 
the transferee corporation, any basis reduc-

tion required by the provision is made to the 
stock received by the transferor and not to 
the assets transferred. 
Effective date 

The provision applies to transactions after 
February 13, 2003. 

CONFERENCE REPORT 
The conference agreement does not include 

the Senate amendment provision. 
2. No reduction of basis under section 734 in 

stock held by partnership in corporate 
partner (sec. 322 of the Senate amend-
ment and sec. 755 of the Code) 

PRESENT LAW 
In general 

Generally, a partner and the partnership 
do not recognize gain or loss on a contribu-
tion of property to a partnership.138 Simi-
larly, a partner and the partnership gen-
erally do not recognize gain or loss on the 
distribution of partnership property.139 This 
includes current distributions and distribu-
tions in liquidation of a partner’s interest. 
Basis of property distributed in liquidation 

The basis of property distributed in liq-
uidation of a partner’s interest is equal to 
the partner’s tax basis in its partnership in-
terest (reduced by any money distributed in 
the same transaction).140 Thus, the partner-
ship’s tax basis in the distributed property is 
adjusted (increased or decreased) to reflect 
the partner’s tax basis in the partnership in-
terest. 

ELECTION TO ADJUST BASIS OF PARTNERSHIP 
PROPERTY 

When a partnership distributes partnership 
property, generally, the basis of partnership 
property is not adjusted to reflect the effects 
of the distribution or transfer. The partner-
ship is permitted, however, to make an elec-
tion (referred to as a 754 election) to adjust 
the basis of partnership property in the case 
of a distribution of partnership property.141 
The effect of the 754 election is that the part-
nership adjusts the basis of its remaining 
property to reflect any change in basis of the 
distributed property in the hands of the dis-
tributee partner resulting from the distribu-
tion transaction. Such a change could be a 
basis increase due to gain recognition, or a 
basis decrease due to the partner’s adjusted 
basis in its partnership interest exceeding 
the adjusted basis of the property received. If 
the 754 election is made, it applies to the 
taxable year with respect to which such elec-
tion was filed and all subsequent taxable 
years. 

In the case of a distribution of partnership 
property to a partner with respect to which 
the 754 election is in effect, the partnership 
increases the basis of partnership property 
by (1) any gain recognized by the distributee 
partner (2) the excess of the adjusted basis of 
the distributed property to the partnership 
immediately before its distribution over the 
basis of the property to the distributee part-
ner, and decreases the basis of partnership 
property by (1) any loss recognized by the 
distributee partner and (2) the excess of the 
basis of the property to the distributee part-
ner over the adjusted basis of the distributed 
property to the partnership immediately be-
fore the distribution. 

The allocation of the increase or decrease 
in basis of partnership property is made in a 
manner which has the effect of reducing the 
difference between the fair market value and 
the adjusted basis of partnership prop-
erties.142 In addition, the allocation rules re-
quire that any increase or decrease in basis 
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143 Sec. 755(b). 
144 Sections 860H through 860L. 
145 Once an election to be a FASIT is made, the 

election applies from the date specified in the elec-
tion and all subsequent years until the entity ceases 
to be a FASIT. If an election to be a FASIT is made 
after the initial year of an entity, all of the assets 
in the entity at the time of the FASIT election are 
deemed contributed to the FASIT at that time and, 
accordingly, any gain (but not loss) on such assets 
will be recognized at that time. 

be allocated to partnership property of a like 
character to the property distributed. For 
this purpose, the two categories of assets are 
(1) capital assets and depreciable and real 
property used in the trade or business held 
for more than one year, and (2) any other 
property.143 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment provides that in 

applying the basis allocation rules to a dis-
tribution in liquidation of a partner’s inter-
est, a partnership is precluded from decreas-
ing the basis of corporate stock of a partner 
or a related person. Any decrease in basis 
that, absent the proposal, would have been 
allocated to the stock is allocated to other 
partnership assets. If the decrease in basis 
exceeds the basis of the other partnership as-
sets, then gain is recognized by the partner-
ship in the amount of the excess. 

Effective date.—The provision applies to 
distributions after February 13, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Repeal of special rules for FASITs (sec. 323 

of the Senate amendment and secs. 860H 
through 860L of the Code) 

PRESENT LAW 
Financial asset securitization investment trusts 

In 1996, Congress created a new type of 
statutory entity called a ‘‘financial asset 
securitization trust’’ (‘‘FASIT’’) that facili-
tates the securitization of debt obligations 
such as credit card receivables, home equity 
loans, and auto loans.144 A FASIT generally 
is not taxable; the FASIT’s taxable income 
or net loss flows through to the owner of the 
FASIT. 

The ownership interest of a FASIT gen-
erally is required to be entirely held by a 
single domestic C corporation. In addition, a 
FASIT generally may hold only qualified 
debt obligations, and certain other specified 
assets, and is subject to certain restrictions 
on its activities. An entity that qualifies as 
a FASIT can issue one or more classes of in-
struments that meet certain specified re-
quirements and treat those instruments as 
debt for Federal income tax purposes. Instru-
ments issued by a FASIT bearing yields to 
maturity over five percentage points above 
the yield to maturity on specified United 
States government obligations (i.e., ‘‘high-
yield interests’’) must be held, directly or in-
directly, only by domestic C corporations 
that are not exempt from income tax. 

Qualification as a FASIT 
To qualify as a FASIT, an entity must: (1) 

make an election to be treated as a FASIT 
for the year of the election and all subse-
quent years;145 (2) have assets substantially 
all of which (including assets that the FASIT 
is treated as owning because they support 
regular interests) are specified types called 
‘‘permitted assets;’’ (3) have non-ownership 
interests be certain specified types of debt 
instruments called ‘‘regular interests’’; (4) 
have a single ownership interest which is 
held by an ‘‘eligible holder’’; and (5) not 
qualify as a regulated investment company 
(‘‘RIC’’). Any entity, including a corpora-

tion, partnership, or trust may be treated as 
a FASIT. In addition, a segregated pool of 
assets may qualify as a FASIT. 

An entity ceases qualifying as a FASIT if 
the entity’s owner ceases being an eligible 
corporation. Loss of FASIT status is treated 
as if all of the regular interests of the FASIT 
were retired and then reissued without the 
application of the rule that deems regular in-
terests of a FASIT to be debt. 

Permitted assets 
For an entity or arrangement to qualify as 

a FASIT, substantially all of its assets must 
consist of the following ‘‘permitted assets’’: 
(1) cash and cash equivalents; (2) certain per-
mitted debt instruments; (3) certain fore-
closure property; (4) certain instruments or 
contracts that represent a hedge or guar-
antee of debt held or issued by the FASIT; (5) 
contract rights to acquire permitted debt in-
struments or hedges; and (6) a regular inter-
est in another FASIT. Permitted assets may 
be acquired at any time by a FASIT, includ-
ing any time after its formation. 

‘‘Regular interests’’ of a FASIT 
‘‘Regular interests’’ of a FASIT are treated 

as debt for Federal income tax purposes, re-
gardless of whether instruments with similar 
terms issued by non-FASITs might be char-
acterized as equity under general tax prin-
ciples. To be treated as a ‘‘regular interest’’, 
an instrument must have fixed terms and 
must: (1) unconditionally entitle the holder 
to receive a specified principal amount; (2) 
pay interest that is based on (a) fixed rates, 
or (b) except as provided by regulations 
issued by the Treasury Secretary, variable 
rates permitted with respect to REMIC in-
terests under section 860G(a)(1)(B)(i); (3) have 
a term to maturity of no more than 30 years, 
except as permitted by Treasury regulations; 
(4) be issued to the public with a premium of 
not more than 25 percent of its stated prin-
cipal amount; and (5) have a yield to matu-
rity determined on the date of issue of less 
than five percentage points above the appli-
cable Federal rate (‘‘AFR’’) for the calendar 
month in which the instrument is issued. 

Permitted ownership holder 
A permitted holder of the ownership inter-

est in a FASIT generally is a non-exempt 
(i.e., taxable) domestic C corporation, other 
than a corporation that qualifies as a RIC, 
REIT, REMIC, or cooperative.

Transfers to FASITs 
In general, gain (but not loss) is recognized 

immediately by the owner of the FASIT 
upon the transfer of assets to a FASIT. 
Where property is acquired by a FASIT from 
someone other than the FASIT’s owner (or a 
person related to the FASIT’s owner), the 
property is treated as being first acquired by 
the FASIT’s owner for the FASIT’s cost in 
acquiring the asset from the non-owner and 
then transferred by the owner to the FASIT. 

Valuation rules.—In general, except in the 
case of debt instruments, the value of FASIT 
assets is their fair market value. Similarly, 
in the case of debt instruments that are 
traded on an established securities market, 
the market price is used for purposes of de-
termining the amount of gain realized upon 
contribution of such assets to a FASIT. How-
ever, in the case of debt instruments that are 
not traded on an established securities mar-
ket, special valuation rules apply for pur-
poses of computing gain on the transfer of 
such debt instruments to a FASIT. Under 
these rules, the value of such debt instru-
ments is the sum of the present values of the 
reasonably expected cash flows from such ob-
ligations discounted over the weighted aver-
age life of such assets. The discount rate is 
120 percent of the AFR, compounded semi-
annually, or such other rate that the Treas-
ury Secretary shall prescribe by regulations. 

Taxation of a FASIT 

A FASIT generally is not subject to tax. 
Instead, all of the FASIT’s assets and liabil-
ities are treated as assets and liabilities of 
the FASIT’s owner and any income, gain, de-
duction or loss of the FASIT is allocable di-
rectly to its owner. Accordingly, income tax 
rules applicable to a FASIT (e.g., related 
party rules, sec. 871(h), sec. 165(g)(2)) are to 
be applied in the same manner as they apply 
to the FASIT’s owner. The taxable income of 
a FASIT is calculated using an accrual 
method of accounting. The constant yield 
method and principles that apply for pur-
poses of determining original issue discount 
(‘‘OID’’) accrual on debt obligations whose 
principal is subject to acceleration apply to 
all debt obligations held by a FASIT to cal-
culate the FASIT’s interest and discount in-
come and premium deductions or adjust-
ments. 

Taxation of holders of FASIT regular interests 

In general, a holder of a regular interest is 
taxed in the same manner as a holder of any 
other debt instrument, except that the reg-
ular interest holder is required to account 
for income relating to the interest on an ac-
crual method of accounting, regardless of the 
method of accounting otherwise used by the 
holder. 

Taxation of holders of FASIT ownership in-
terests 

Because all of the assets and liabilities of 
a FASIT are treated as assets and liabilities 
of the holder of a FASIT ownership interest, 
the ownership interest holder takes into ac-
count all of the FASIT’s income, gain, de-
duction, or loss in computing its taxable in-
come or net loss for the taxable year. The 
character of the income to the holder of an 
ownership interest is the same as its char-
acter to the FASIT, except tax-exempt inter-
est is included in the income of the holder as 
ordinary income. 

Although the recognition of losses on as-
sets contributed to the FASIT is not allowed 
upon contribution of the assets, such losses 
may be allowed to the FASIT owner upon 
their disposition by the FASIT. Further-
more, the holder of a FASIT ownership inter-
est is not permitted to offset taxable income 
from the FASIT ownership interest (includ-
ing gain or loss from the sale of the owner-
ship interest in the FASIT) with other losses 
of the holder. In addition, any net operating 
loss carryover of the FASIT owner shall be 
computed by disregarding any income aris-
ing by reason of a disallowed loss. Where the 
holder of a FASIT ownership interest is a 
member of a consolidated group, this rule ap-
plies to the consolidated group of corpora-
tions of which the holder is a member as if 
the group were a single taxpayer. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment repeals the special 
rules for FASITs. The Senate amendment 
provides a transition period for existing 
FASITs, pursuant to which the repeal of the 
FASIT rules would not apply to any FASIT 
in existence on the date of enactment to the 
extent that regular interests issued by the 
FASIT prior to such date continue to remain 
outstanding in accordance with their origi-
nal terms. 

Effective date.—Except as provided by the 
transition period for existing FASITs, the 
Senate amendment provision is effective 
after February 13, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 
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146 Sec. 163(l), enacted in the Taxpayer Relief Act 
of 1997, Pub. L. No. 105–34, sec. 1005(a). 

147 Sec. 163(l)(3)(B). 
148 Sec. 163(l)(3)(C). 

149 Sec. 269(a)(1). 
149 Sec. 269(a)(2). 
151 In this regard, the provision applies regardless 

of whether an acquisition results in an increase in 
the acquiror’s ownership percentage in a corportion 
or involves the issuance of actual stock certificates 
or shares by a corporation to the acquiror. 

152 Secs. 951–964. 
153 Secs. 1291–1298. 
154 Secs. 901, 902, 960, 1291(g). 
155 Secs. 951–964. 
156 Secs. 951(b), 957, 958. 
157 Sec. 951(a). 
158 Sec. 954. 
159 Sec. 953. 
160 Sec. 952(a)(3)–(5). 
161 Sec. 954. 

4. Expanded disallowance of deduction for in-
terest on convertible debt (sec. 324 of the 
Senate amendment and sec. 163 of the 
Code) 

PRESENT LAW 
Whether an instrument qualifies for tax 

purposes as debt or equity is determined 
under all the facts and circumstances based 
on principles developed in case law. If an in-
strument qualifies as equity, the issuer gen-
erally does not receive a deduction for divi-
dends paid and the holder generally includes 
such dividends in income (although cor-
porate holders generally may obtain a divi-
dends-received deduction of at least 70 per-
cent of the amount of the dividend). If an in-
strument qualifies as debt, the issuer may 
receive a deduction for accrued interest and 
the holder generally includes interest in in-
come, subject to certain limitations. 

Original issue discount (‘‘OID’’) on a debt 
instrument is the excess of the stated re-
demption price at maturity over the issue 
price of the instrument. An issuer of a debt 
instrument with OID generally accrues and 
deducts the discount as interest over the life 
of the instrument even though interest may 
not be paid until the instrument matures. 
The holder of such a debt instrument also 
generally includes the OID in income on an 
accrual basis.

Under present law, no deduction is allowed 
for interest or OID on a debt instrument 
issued by a corporation (or issued by a part-
nership to the extent of its corporate part-
ners) that is payable in equity of the issuer 
or a related party (within the meaning of 
sections 267(b) and 707(b)), including a debt 
instrument a substantial portion of which is 
mandatorily convertible or convertible at 
the issuer’s option into equity of the issuer 
or a related party.146 In addition, a debt in-
strument is treated as payable in equity if a 
substantial portion of the principal or inter-
est is required to be determined, or may be 
determined at the option of the issuer or re-
lated party, by reference to the value of eq-
uity of the issuer or related party.147 A debt 
instrument also is treated as payable in eq-
uity if it is part of an arrangement that is 
designed to result in the payment of the debt 
instrument with or by reference to such eq-
uity, such as in the case of certain issuances 
of a forward contract in connection with the 
issuance of debt, nonrecourse debt that is se-
cured principally by such equity, or certain 
debt instruments that are paid in, converted 
to, or determined with reference to the value 
of equity if it may be so required at the op-
tion of the holder or a related party and 
there is a substantial certainty that option 
will be exercised.148 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment expands the 

present-law disallowance of interest deduc-
tions on certain convertible or equity-linked 
corporate debt that is payable in, or by ref-
erence to the value of, equity. Under the 
Senate amendment, the disallowance is ex-
panded to include interest on corporate debt 
that is payable in, or by reference to the 
value of, any equity held by the issuer (or by 
any related party) in any other person, with-
out regard to whether such equity represents 
more than a 50-percent ownership interest in 
such person. However, the Senate amend-
ment does not apply to debt that is issued by 
an active dealer in securities (or by a related 
party) if the debt is payable in, or by ref-

erence to the value of, equity that is held by 
the securities dealer in its capacity as a 
dealer in securities. 

Effective date.—The Senate amendment 
provision applies to debt instruments that 
are issued after February 13, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
5. Expanded authority to disallow tax bene-

fits under section 269 (sec. 325 of the Sen-
ate amendment and sec. 269 of the Code) 

PRESENT LAW 
Section 269 provides that if a taxpayer ac-

quires, directly or indirectly, control (de-
fined as at least 50 percent of vote or value) 
of a corporation, and the principal purpose of 
the acquisition is the evasion or avoidance of 
Federal income tax by securing the benefit 
of a deduction, credit, or other allowance 
that would not otherwise have been avail-
able, the Secretary may disallow such tax 
benefits.149 Similarly, if a corporation ac-
quires, directly or indirectly, property of an-
other corporation (not controlled, directly or 
indirectly, by the acquiring corporation or 
its stockholders immediately before the ac-
quisition), the basis of such property is de-
termined by reference to the basis in the 
hands of the transferor corporation, and the 
principal purpose of the acquisition is the 
evasion or avoidance of Federal income tax 
by securing a tax benefit that would not oth-
erwise have been available, the Secretary 
may disallow such tax benefits.150 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment expands section 269 

by repealing (1) the requirement that the ac-
quisition of stock be sufficient to obtain con-
trol of the corporation, and (2) the require-
ment that the acquisition of property be 
from a corporation not controlled by the 
acquirer. Thus, under the provision, section 
269 disallows the tax benefits of (1) any ac-
quisition of stock in a corporation,151 and (2) 
any acquisition by a corporation of property 
from a corporation in which the basis of such 
property is determined by reference to the 
basis in the hands of the transferor corpora-
tion, if the principal purpose of such acquisi-
tion is the of evasion or avoidance of Federal 
income tax. 

Effective date.—The provision applies to 
stock and property acquired after February 
13, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
6. Modification of controlled foreign corpora-

tion—passive foreign investment com-
pany coordination rules (sec. 326 of the 
Senate amendment and sec. 1297 of the 
Code) 

PRESENT LAW 
The United States employs a ‘‘worldwide’’ 

tax system, under which domestic corpora-
tions generally are taxed on all income, 
whether derived in the United States or 
abroad. Income earned by a domestic parent 
corporation from foreign operations con-
ducted by foreign corporate subsidiaries gen-
erally is subject to U.S. tax when the income 
is distributed as a dividend to the domestic 
corporation. Until such repatriation, the 
U.S. tax on such income generally is de-

ferred. However, certain anti-deferral re-
gimes may cause the domestic parent cor-
poration to be taxed on a current basis in the 
United States with respect to certain cat-
egories of passive or highly mobile income 
earned by its foreign subsidiaries, regardless 
of whether the income has been distributed 
as a dividend to the domestic parent corpora-
tion. The main anti-deferral regimes in this 
context are the controlled foreign corpora-
tion rules of subpart F 152 and the passive for-
eign investment company rules.153 A foreign 
tax credit generally is available to offset, in 
whole or in part, the U.S. tax owed on for-
eign-source income, whether earned directly 
by the domestic corporation, repatriated as 
an actual dividend, or included under one of 
the anti-deferral regimes.154 

Generally, income earned indirectly by a 
domestic corporation through a foreign cor-
poration is subject to U.S. tax only when the 
income is distributed to the domestic cor-
poration, because corporations generally are 
treated as separate taxable persons for Fed-
eral tax purposes. However, this deferral of 
U.S. tax is limited by anti-deferral regimes 
that impose current U.S. tax on certain 
types of income earned by certain corpora-
tions, in order to prevent taxpayers from 
avoiding U.S. tax by shifting passive or other 
highly mobile income into low-tax jurisdic-
tions. Deferral of U.S. tax is considered ap-
propriate, on the other hand, with respect to 
most types of active business income earned 
abroad. 

Subpart F,155 applicable to controlled for-
eign corporations and their shareholders, is 
the main anti-deferral regime of relevance to 
a U.S.-based multinational corporate group. 
A controlled foreign corporation generally is 
defined as any foreign corporation if U.S. 
persons own (directly, indirectly, or con-
structively) more than 50 percent of the cor-
poration’s stock (measured by vote or value), 
taking into account only those U.S. persons 
that own at least 10 percent of the stock 
(measured by vote only).156 Under the sub-
part F rules, the United States generally 
taxes the U.S. 10–percent shareholders of a 
controlled foreign corporation on their pro 
rata shares of certain income of the con-
trolled foreign corporation (referred to as 
‘‘subpart F income’’), without regard to 
whether the income is distributed to the 
shareholders.157 

Subpart F income generally includes pas-
sive income and other income that is readily 
movable from one taxing jurisdiction to an-
other. Subpart F income consists of foreign 
base company income,158 insurance in-
come,159 and certain income relating to 
international boycotts and other violations 
of public policy.160 Foreign base company in-
come consists of foreign personal holding 
company income, which includes passive in-
come (e.g., dividends, interest, rents, and 
royalties), as well as a number of categories 
of non-passive income, including foreign base 
company sales income, foreign base company 
services income, foreign base company ship-
ping income and foreign base company oil-
related income.161 

In effect, the United States treats the U.S. 
10–percent shareholders of a controlled for-
eign corporation as having received a cur-
rent distribution out of the corporation’s 
subpart F income. In addition, the U.S. 10-
percent shareholders of a controlled foreign 
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162 Secs. 951(a)(1)(B), 956.
163 Sec. 1297. 
164 Sec. 1293–1295. 
165 Sec. 1291. 
166 Sec. 1296. 

167 Sec. 1501. 
168 Sec. 1502. 
169 Regulations issued under the authority of sec-

tion 1502 are considered to be ‘‘legislative’’ regula-
tions rather than ‘‘interpretative’’ regulations, and 
as such are usually given greater deference by 
courts in case of a taxpayer challenge to such a reg-
ulation. See, S. Rep. No. 960, 70th Cong., 1st Sess. at 
15, describing the consolidated return regulations as 
‘‘legislative in character’’. The Supreme Court has 
stated that ‘‘* * * legislative regulations are given 
controlling weight unless they are arbitrary, capri-
cious, or manifestly contrary to the statute.’’ Chev-
ron, U.S.A., Inc. v. Natural Resources Defense Council, 
Inc., 467 U.S. 837, 844 (1984) (involving an environ-
mental protection regulation). For examples involv-
ing consolidated return regulations, see, e.g., Wolter 
Construction Company v. Commissioner, 634 F.2d 1029 
(6th Cir. 1980); Garvey, Inc. v. United States, 1 Ct. Cl. 
108 (1983), aff’d 726 F.2d 1569 (Fed. Cir. 1984), cert. de-
nied 469 U.S. 823 (1984). Compare, e.g., Audrey J. Wal-
ton v. Commissioner, 115 T.C. 589 (2000), describing dif-
ferent standards of review. The case did not involve 
a consolidated return regulation.

170 255 F.3d 1357 (Fed. Cir. 2001), reh’g denied, 2001 
U.S. App. LEXIS 23207 (Fed. Cir. Oct. 3, 2001). 

171 Prior to this decision, there had been a few in-
stances involving prior laws in which certain con-
solidated return regulations were held to be invalid. 
See, e.g., American Standard, Inc. v. United States, 
602 F.2d 256 (Ct. Cl. 1979), discussed in the text infra. 
See also Union Carbide Corp. v. United States, 612 F.2d 
558 (Ct. Cl. 1979), and Allied Corporation v. United 
States, 685 F. 2d 396 (Ct. Cl. 1982), all three cases in-
volving the allocation of income and loss within a 
consolidated group for purposes of computation of a 
deduction allowed under prior law by the Code for 
Western Hemisphere Trading Corporations. See also 
Joseph Weidenhoff v. Commissioner, 32 T.C. 1222, 1242–
1244 (1959), involving the application of certain regu-
lations to the excess profits tax credit allowed under 
prior law, and concluding that the Commissioner 
had applied a particular regulation in an arbitrary 
manner inconsistent with the wording of the regula-
tion and inconsistent with even a consolidated group 
computation. Cf. Kanawha Gas & Utilities Co. v. Com-
missioner, 214 F.2d 685 (1954), concluding that the sub-
stance of a transaction was an acquisition of assets 
rather than stock. Thus, a regulation governing 
basis of the assets of consolidated subsidiaries did 
not apply to the case. See also General Machinery 
Corporation v. Commissioner, 33 B.T.A. 1215 (1936); 
Lefcourt Realty Corporation, 31 B.T.A. 978 (1935); 
Helvering v. Morgans, Inc., 293 U.S. 121 (1934), inter-
preting the term ‘‘taxable year.’’ 

corporation are required to include currently 
in income for U.S. tax purposes their pro 
rata shares of the corporation’s earnings in-
vested in U.S. property.162 

The Tax Reform Act of 1986 established an 
additional anti-deferral regime, for passive 
foreign investment companies. A passive for-
eign investment company generally is de-
fined as any foreign corporation if 75 percent 
or more of its gross income for the taxable 
year consists of passive income, or 50 percent 
or more of its assets consists of assets that 
produce, or are held for the production of, 
passive income.163 Alternative sets of income 
inclusion rules apply to U.S. persons that are 
shareholders in a passive foreign investment 
company, regardless of their percentage own-
ership in the company. One set of rules ap-
plies to passive foreign investment compa-
nies that are ‘‘qualified electing funds,’’ 
under which electing U.S. shareholders cur-
rently include in gross income their respec-
tive shares of the company’s earnings, with a 
separate election to defer payment of tax, 
subject to an interest charge, on income not 
currently received.164 A second set of rules 
applies to passive foreign investment compa-
nies that are not qualified electing funds, 
under which U.S. shareholders pay tax on 
certain income or gain realized through the 
company, plus an interest charge that is at-
tributable to the value of deferral.165 A third 
set of rules applies to passive foreign invest-
ment company stock that is marketable, 
under which electing U.S. shareholders cur-
rently take into account as income (or loss) 
the difference between the fair market value 
of the stock as of the close of the taxable 
year and their adjusted basis in such stock 
(subject to certain limitations), often re-
ferred to as ‘‘marking to market.’’ 166 

Under section 1297(e), which was enacted in 
1997 to address the overlap of the passive for-
eign investment company rules and subpart 
F, a controlled foreign corporation generally 
is not also treated as a passive foreign in-
vestment company with respect to a U.S. 
shareholder of the corporation. This excep-
tion applies regardless of the likelihood that 
the U.S. shareholder would actually be taxed 
under subpart F in the event that the con-
trolled foreign corporation earns subpart F 
income. Thus, even in a case in which a con-
trolled foreign corporation’s subpart F in-
come would be allocated to a different share-
holder under the subpart F allocation rules, 
a U.S. shareholder would still qualify for the 
exception from the passive foreign invest-
ment company rules under section 1297(e). 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment adds an exception 
to section 1297(e) for U.S. shareholders that 
face only a remote likelihood of incurring a 
subpart F inclusion in the event that a con-
trolled foreign corporation earns subpart F 
income, thus preserving the potential appli-
cation of the passive foreign investment 
company rules in such cases. 

Effective date.—The provision is effective 
for taxable years of controlled foreign cor-
porations beginning after February 13, 2003, 
and for taxable years of U.S. shareholders in 
which or with which such taxable years of 
controlled foreign corporations end. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

7. Modify treatment of closely-held REITs 
(sec. 327 of the Senate amendment and 
sec. 856 of the Code) 

PRESENT LAW 

In general, a real estate investment trust 
(‘‘REIT’’) is an entity that receives most of 
its income from passive real estate related 
investments and that receives pass-through 
treatment for income that is distributed to 
shareholders. If an entity meets the quali-
fications for REIT status and elects to be 
taxed as a REIT, the portion of its income 
that is distributed to the investors each year 
generally is taxed to the investors without 
being subjected to tax at the REIT level. 

A REIT must satisfy a number of tests on 
a year-by-year basis that relate to the enti-
ty’s (1) organizational structure; (2) source of 
income; (3) nature of assets; and (4) distribu-
tion of income. 

Under the organizational structure test, 
except for the first taxable year for which an 
entity elects to be a REIT, the beneficial 
ownership of the entity must be held by 100 
or more persons. Generally, no more than 50 
percent of the value of the REIT stock can 
be owned by five or fewer individuals during 
the last half of the taxable year. Certain at-
tribution rules apply in making this deter-
mination. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The bill imposes as an additional require-
ment for REIT qualification that, except for 
the first taxable year for which an entity 
elects to be a REIT, no person can own stock 
of a REIT possessing 50 percent or more of 
the combined voting power of all classes of 
voting stock or 50 percent or more of the 
total value of all classes of stock of the 
REIT. For purposes of determining a per-
son’s stock ownership, rules similar to attri-
bution rules for REIT qualification under 
present law apply (secs. 856(d)(5) and 
856(h)(3)). A special rule prevents reattribu-
tion in certain circumstances. 

The provision does not apply to ownership 
by a REIT of 50 percent or more of the stock 
(vote or value) of another REIT. 

An exception applies for a limited period of 
time to certain ‘‘incubator REITs’’ that 
meet specified qualifications. A penalty is 
imposed on a corporation’s directors if an 
‘‘incubator REIT’’ election is made for a 
principal purpose other than as part of a rea-
sonable plan to undertake a going public 
transaction (as defined in the bill). 

Effective date.—The bill is effective for en-
tities electing REIT status for taxable years 
ending after May 8, 2003. Any entity that 
elects (or has elected) REIT status for a tax-
able year including May 8, 2003 and which is 
both a controlled entity and has significant 
business assets or activities on such date, 
will not be subject to the bill. Under this 
rule, a controlled entity with significant 
business assets or activities on May 8, 2003, 
can be grandfathered even if it makes its 
first REIT election after that date with its 
return for the taxable year including that 
date. 

For purposes of the transition rules, the 
significant business assets or activities in 
place on May 8, 2003 must be real estate as-
sets and activities of a type that would be 
qualified real estate assets and would 
produce qualified real estate related income 
for a REIT. 

CONFERENCE AGREEMENT 

The conference agreement does not contain 
the Senate amendment provision. 

C. Other Corporate Governance Provisions 
1. Affirmation of consolidated return regula-

tion authority (sec. 331 of the Senate 
amendment and sec. 1502 of the Code) 

PRESENT LAW 
An affiliated group of corporations may 

elect to file a consolidated return in lieu of 
separate returns. A condition of electing to 
file a consolidated return is that all corpora-
tions that are members of the consolidated 
group must consent to all the consolidated 
return regulations prescribed under section 
1502 prior to the last day prescribed by law 
for filing such return.167 

Section 1502 states:

The Secretary shall prescribe such regula-
tions as he may deem necessary in order that 
the tax liability of any affiliated group of 
corporations making a consolidated return 
and of each corporation in the group, both 
during and after the period of affiliation, 
may be returned, determined, computed, as-
sessed, collected, and adjusted, in such man-
ner as clearly to reflect the income-tax li-
ability and the various factors necessary for 
the determination of such liability, and in 
order to prevent the avoidance of such tax li-
ability.168 

Under this authority, the Treasury Depart-
ment has issued extensive consolidated re-
turn regulations.169 

In the recent case of Rite Aid Corp. v. 
United States,170 the Federal Circuit Court of 
Appeals addressed the application of a par-
ticular provision of certain consolidated re-
turn loss disallowance regulations, and con-
cluded that the provision was invalid.171 The 
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172 Treas. Reg. Sec. 1.1502–20(c)(1)(iii). 
173 Treasury Regulation section 1.1502–20, generally 

imposing certain ‘‘loss disallowance’’ rules on the 
disposition of subsidiary stock, contained other lim-
itations besides the ‘‘duplicated loss’’ rule that 
could limit the loss available to the group on a dis-
position of a subsidiary’s stock. Treasury Regula-
tion section 1.1502–20 as a whole was promulgated in 
connection with regulations issued under section 
337(d), principally in connection with the so-called 
General Utilities repeal of 1986 (referring to the case 
of General Utilities & Operating Company v. Helvering, 
296 U.S. 200 (1935)). Such repeal generally required a 
liquidating corporation, or a corporation acquired in 
a stock acquisition treated as a sale of assets, to pay 
corporate level tax on the excess of the value of its 
assets over the basis. Treasury regulation section 
1.1502–20 principally reflected an attempt to prevent 
corporations filing consolidated returns from offset-
ting income with a loss on the sale of subsidiary 
stock. Such a loss could result from the unique up-
ward adjustment of a subsidiary’s stock basis re-
quired under the consolidated return regulations for 
subsidiary income earned in consolidation, an ad-
justment intended to prevent taxation of both the 
subsidiary and the parent on the same income or 
gain. As one example, absent a denial of certain 
losses on a sale of subsidiary stock, a consolidated 
group could obtain a loss deduction with respect to 
subsidiary stock, the basis of which originally re-
flected the subsidiary’s value at the time of the pur-
chase of the stock, and that had then been adjusted 
upward on recognition of any built-in income or 
gain of the subsidiary reflected in that value. The 
regulations also contained the duplicated loss factor 
addressed by the court in Rite Aid. The preamble to 
the regulations stated: ‘‘it is not administratively 
feasible to differentiate between loss attributable to 
built-in gain and duplicated loss.’’ T.D. 8364, 1991–2 
C.B. 43, 46 (Sept. 13, 1991). The government also ar-
gued in the Rite Aid case that duplicated loss was a 
separate concern of the regulations. 255 F.3d at 1360.

174 For example, the court stated: ‘‘The duplicated 
loss factor * * * addresses a situation that arises 
from the sale of stock regardless of whether corpora-
tions file separate or consolidated returns. With 
I.R.C. secs. 382 and 383, Congress has addressed this 
situation by limiting the subsidiary’s potential fu-
ture deduction, not the parent’s loss on the sale of 
stock under I.R.C. sec. 165.’’ 255 F.3d 1357, 1360 (Fed. 
Cir. 2001). 

175 S. Rep. No. 960, 70th Cong., 1st Sess. 15 (1928). 
Though not quoted by the court in Rite Aid, the 
same Senate report also indicated that one purpose 
of the consolidated return authority was to permit 
treatment of the separate corporations as if they 
were a single unit, stating ‘‘The mere fact that by 
legal fiction several corporations owned by the same 
shareholders are separate entities should not ob-
scure the fact that they are in reality one and the 
same business owned by the same individuals and 
operated as a unit.’’ S. Rep. No. 960, 70th Cong., 1st 
Sess. 29 (1928). 

176 American Standard, Inc. v. United States, 602 F.2d 
256, 261 (Ct. Cl. 1979). That case did not involve the 
question of separate returns as compared to a single 
return approach. It involved the computation of a 
Western Hemisphere Trade Corporation (‘‘WHTC’’) 
deduction under prior law (which deduction would 
have been computed as a percentage of each WHTC’s 
taxable income if the corporations had filed separate 
returns), in a case where a consolidated group in-
cluded several WHTCs as well as other corporations. 
The question was how to apportion income and 
losses of the admittedly consolidated WHTCs and 
how to combine that computation with the rest of 
the group’s consolidated income or losses. The court 
noted that the new, changed regulations approach 
varied from the approach taken to a similar problem 
involving public utilities within a group and pre-
viously allowed for WHTCs. The court objected that 
the allocation method adopted by the regulation al-
lowed non-WHTC losses to reduce WHTC income. 
However, the court did not disallow a method that 
would net WHTC income of one WHTC with losses of 
another WHTC, a result that would not have oc-
curred under separate returns. Nor did the court ex-
pressly disallow a different fractional method that 
would net both income and losses of the WHTCs with 
those of other corporations in the consolidated 
group. The court also found that the regulation had 
been adopted without proper notice. 

177 Rite Aid, 255 F.3d at 1360.
178 See Temp. Reg. 1.1502–20T(i)(2). The Treasury 

Department has also indicated its intention to con-
tinue to study all the issues that the original loss 
disallowance regulations addressed (including issues 
of furthering single entity principles) and possibly 
issue different regulations (not including the par-
ticular approach of Treas. Reg. Sec. 1.1502–
20(c)(1)(iii)) on the issues in the future. See Notice 
2002–11, 2002–7 I.R.B. 526 (Feb. 19, 2002); T.D. 8984, 67 
F.R. 11034 (March 12, 2002); REG–102740–02, 67 F.R. 
11070 (March 12, 2002); see also Notice 2002–18, 2002–12 
I.R.B. 644 (March 25, 2002). 

179 Treas. Reg. Sec. 1.1502–20(c)(1)(iii). 
180 The provision is not intended to overrule the 

current Treasury Department regulations, which 
allow taxpayers for the past to follow Treasury Reg-
ulations Section 1.1502–20(c)(1)(iii), if they choose to 
do so. Temp. Reg. Sec. 1.1502–20T(i)(2). 

181 See, e.g., Notice 2002–11, 2002–7 I.R.B. 526 (Feb. 19, 
2002); T.D. 8984, 67 F.R. 11034 (Mar.12, 2002); REG–
102740–02, 67 F.R. 11070 (Mar.12, 2002); see also Notice 
2002–18, 2002–12 I.R.B. 644 (Mar. 25, 2002). In exercising 
its authority under section 1502, the Secretary is 
also authorized to prescribe rules that protect the 
purpose of General Utilities repeal using presump-
tions and other simplifying conventions. 

182 Sec. 6062. 
183 Sec. 7206. 

particular provision, known as the ‘‘dupli-
cated loss’’ provision,172 would have denied a 
loss on the sale of stock of a subsidiary by a 
parent corporation that had filed a consoli-
dated return with the subsidiary, to the ex-
tent the subsidiary corporation had assets 
that had a built-in loss, or had a net oper-
ating loss, that could be recognized or used 
later.173 

The Federal Circuit Court opinion con-
tained language discussing the fact that the 
regulation produced a result different than 
the result that would have obtained if the 
corporations had filed separate returns rath-
er than consolidated returns.174 

The Federal Circuit Court opinion cited a 
1928 Senate Finance Committee Report to 
legislation that authorized consolidated re-
turn regulations, which stated that ‘‘many 
difficult and complicated problems, * * * 
have arisen in the administration of the pro-
visions permitting the filing of consolidated 
returns’’ and that the committee ‘‘found it 
necessary to delegate power to the commis-
sioner to prescribe regulations legislative in 
character covering them.’’ 175 The Court’s 
opinion also cited a previous decision of the 
Court of Claims for the proposition, inter-
preting this legislative history, that section 
1502 grants the Secretary ‘‘the power to con-
form the applicable income tax law of the 

Code to the special, myriad problems result-
ing from the filing of consolidated income 
tax returns;’’ but that section 1502 ‘‘does not 
authorize the Secretary to choose a method 
that imposes a tax on income that would not 
otherwise be taxed.’’ 176 

The Federal Circuit Court construed these 
authorities and applied them to invalidate 
Treas. Reg. Sec. 1.1502–20(c)(1)(iii), stating 
that:

The loss realized on the sale of a former 
subsidiary’s assets after the consolidated 
group sells the subsidiary’s stock is not a 
problem resulting from the filing of consoli-
dated income tax returns. The scenario also 
arises where a corporate shareholder sells 
the stock of a non-consolidated subsidiary. 
The corporate shareholder could realize a 
loss under I.R.C. sec. 1001, and deduct the 
loss under I.R.C. sec. 165. The subsidiary 
could then deduct any losses from a later 
sale of assets. The duplicated loss factor, 
therefore, addresses a situation that arises 
from the sale of stock regardless of whether 
corporations file separate or consolidated re-
turns. With I.R.C. secs. 382 and 383, Congress 
has addressed this situation by limiting the 
subsidiary’s potential future deduction, not 
the parent’s loss on the sale of stock under 
I.R.C. sec. 165.177 

The Treasury Department has announced 
that it will not continue to litigate the va-
lidity of the duplicated loss provision of the 
regulations, and has issued interim regula-
tions that permit taxpayers for all years to 
elect a different treatment, though they may 
apply the provision for the past if they 
wish.178 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The bill confirms that, in exercising its au-

thority under section 1502 to issue consoli-
dated return regulations, the Treasury De-
partment may provide rules treating cor-
porations filing consolidated returns dif-
ferently from corporations filing separate re-
turns.

Thus, under the statutory authority of sec-
tion 1502, the Treasury Department is au-
thorized to issue consolidated return regula-
tions utilizing either a single taxpayer or 
separate taxpayer approach or a combination 
of the two approaches, as Treasury deems 
necessary in order that the tax liability of 
any affiliated group of corporations making 
a consolidated return, and of each corpora-
tion in the group, both during and after the 
period of affiliation, may be determined and 
adjusted in such manner as clearly to reflect 
the income-tax liability and the various fac-
tors necessary for the determination of such 
liability, and in order to prevent avoidance 
of such liability. 

Rite Aid is thus overruled to the extent it 
suggests that there is not a problem that can 
be addressed in consolidated return regula-
tions if application of a particular Code pro-
vision on a separate taxpayer basis would 
produce a result different from single tax-
payer principles that may be used for con-
solidation. 

The bill nevertheless allows the result of 
the Rite Aid case to stand with respect to the 
type of factual situation presented in the 
case. That is, the legislation provides for the 
override of the regulatory provision that 
took the approach of denying a loss on a 
deconsolidating disposition of stock of a con-
solidated subsidiary 179 to the extent the sub-
sidiary had net operating losses or built in 
losses that could be used later outside the 
group.180 

Retaining the result in the Rite Aid case 
with respect to the particular regulation sec-
tion 1.1502–20(c)(1)(iii) as applied to the fac-
tual situation of the case does not in any 
way prevent or invalidate the various ap-
proaches Treasury has announced it will 
apply or that it intends to consider in lieu of 
the approach of that regulation, including, 
for example, the denial of a loss on a stock 
sale if inside losses of a subsidiary may also 
be used by the consolidated group, and the 
possible requirement that inside attributes 
be adjusted when a subsidiary leaves a 
group.181 

Effective date.—The provision is effective 
for all years, whether beginning before, on, 
or after the date of enactment of the provi-
sion. No inference is intended that the re-
sults following from this provision are not 
the same as the results under present law. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Chief Executive Officer required to sign 

corporate income tax returns (sec. 332 of 
the Senate amendment and sec. 6062 of 
the Code) 

PRESENT LAW 
The Code requires 182 that the income tax 

return of a corporation must be signed by ei-
ther the president, the vice-president, the 
treasurer, the assistant treasurer, the chief 
accounting officer, or any other officer of the 
corporation authorized by the corporation to 
sign the return. 

The Code also imposes 183 a criminal pen-
alty on any person who willfully signs any 
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184 Pursuant to 18 U.S.C. 3571, the maximum fine 
for an individual convicted of a felony is $250,000. 

185 Because the provision amends section 6062, it 
applies only to the Form 1120 itself (or its equiva-
lent) and any disclosures required under section 6662 
or related provisions. It does not apply to any other 
schedules or attachments.

186 The provision does, however, apply to the in-
come tax returns of mutual fund management com-
panies and advisors. 

187 S. Rep. 91–552, 91st Cong, 1st Sess., 273–74 (1969), 
referring to Tank Truck Rentals, Inc. v. Commissioner, 
356 U.S. 30 (1958). 

188 The bill does not affect amounts paid or in-
curred in performing routine audits or reviews such 
as annual audits that are required of all organiza-
tions or individuals in a similar business sector, or 
profession, as a requirement for being allowed to 
conduct business. However, if the government or 
regulator raised an issue of compliance and a pay-
ment is required in settlement of such issue, the bill 
would affect that payment. 

189 The bill provides that such amounts are non-
deductible under chapter 1 of the Internal Revenue 
Code. 

190 The bill does not affect the treatment of anti-
trust payments made under section 4 of the Clayton 
Act, which will continue to be governed by the pro-
visions of section 162(g). 

191 Similarly, a payment to a charitable organiza-
tion benefitting a broader class than the persons or 
property actually harmed, or to be paid out without 
a substantial quantitative relationship to the harm 
caused, would not qualify as restitution. Under the 
provision, such a payment not deductible under sec-
tion 162 would also not be deductible under section 
170. 

192 Sec. 162(a). 
193 Sec. 162(c). 
194 Sec. 162(f). 
195 Sec. 162(g). 
196 Sec. 104(a). 
197 Sec. 104(a)(2). 

tax return under penalties of perjury that 
that person does not believe to be true and 
correct with respect to every material mat-
ter at the time of filing. If convicted, the 
person is guilty of a felony; the Code imposes 
a fine of not more than $100,000 184 ($500,000 in 
the case of a corporation) or imprisonment 
of not more than three years, or both, to-
gether with the costs of prosecution. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment requires that the 

chief executive officer of a corporation sign 
that corporation’s income tax returns.185 If 
the corporation does not have a chief execu-
tive officer, the IRS may designate another 
officer of the corporation; otherwise, no 
other person is permitted to sign the income 
tax return of a corporation. It is intended 
that the IRS issue general guidance, such as 
a revenue procedure, to (1) address situations 
when a corporation does not have a chief ex-
ecutive officer, and (2) define who the chief 
executive officer is, in situations (for exam-
ple) when the primary official bears a dif-
ferent title or when a corporation has mul-
tiple chief executive officers. It is intended 
that, in every instance, the highest ranking 
corporate officer (regardless of title) sign the 
tax return. 

The provision does not apply to the income 
tax returns of mutual funds;186 they are re-
quired to be signed as under present law. 

Effective date.—The provision is effective 
for returns filed after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment. 
3. Denial of deduction for certain fines, pen-

alties, and other amounts (sec. 333 of the 
Senate amendment and sec. 162 of the 
Code) 

PRESENT LAW 
Under present law, no deduction is allowed 

as a trade or business expense under section 
162(a) for the payment of a fine or similar 
penalty to a government for the violation of 
any law (sec. 162(f)). The enactment of sec-
tion 162(f) in 1969 codified existing case law 
that denied the deductibility of fines as ordi-
nary and necessary business expenses on the 
grounds that ‘‘allowance of the deduction 
would frustrate sharply defined national or 
State policies proscribing the particular 
types of conduct evidenced by some govern-
mental declaration thereof.’’ 187 

Treasury regulation section 1.162–21(b)(1) 
provides that a fine or similar penalty in-
cludes an amount: (1) paid pursuant to con-
viction or a plea of guilty or nolo contendere 
for a crime (felony or misdemeanor) in a 
criminal proceeding; (2) paid as a civil pen-
alty imposed by Federal, State, or local law, 
including additions to tax and additional 
amounts and assessable penalties imposed by 
chapter 68 of the Code; (3) paid in settlement 
of the taxpayer’s actual or potential liability 
for a fine or penalty (civil or criminal); or (4) 
forfeited as collateral posted in connection 
with a proceeding which could result in im-
position of such a fine or penalty. Treasury 
regulation section 1.162–21(b)(2) provides, 

among other things, that compensatory 
damages (including damages under section 
4A of the Clayton Act (15 U.S.C. 15a), as 
amended) paid to a government do not con-
stitute a fine or penalty. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment modifies the rules 

regarding the determination whether pay-
ments are nondeductible payments of fines 
or penalties under section 162(f). In par-
ticular, the bill generally provides that 
amounts paid or incurred (whether by suit, 
agreement, or otherwise) to, or at the direc-
tion of, a government in relation to the vio-
lation of any law or the investigation or in-
quiry into the potential violation of any 
law 188 are nondeductible under any provision 
of the income tax provisions.189 The bill ap-
plies to deny a deduction for any such pay-
ments, including those where there is no ad-
mission of guilt or liability and those made 
for the purpose of avoiding further investiga-
tion or litigation. An exception applies to 
payments that the taxpayer establishes are 
restitution.190 

It is intended that a payment will be treat-
ed as restitution only if the payment is re-
quired to be paid to the specific persons, or 
in relation to the specific property, actually 
harmed by the conduct of the taxpayer that 
resulted in the payment. Thus, a payment to 
or with respect to a class broader than the 
specific persons or property that were actu-
ally harmed (e.g., to a class including simi-
larly situated persons or property) does not 
qualify as restitution.191 Restitution is lim-
ited to the amount that bears a substantial 
quantitative relationship to the harm caused 
by the past conduct or actions of the tax-
payer that resulted in the payment in ques-
tion. If the party harmed is a government or 
other entity, then restitution includes pay-
ment to such harmed government or entity, 
provided the payment bears a substantial 
quantitative relationship to the harm. How-
ever, restitution does not include reimburse-
ment of government investigative or litiga-
tion costs, or payments to whistleblowers. 

Amounts paid or incurred (whether by suit, 
agreement, or otherwise) to, or at the direc-
tion of, any self-regulatory entity that regu-
lates a financial market or other market 
that is a qualified board or exchange under 
section 1256(g)(7), and that is authorized to 
impose sanctions (e.g., the National Associa-
tion of Securities Dealers) are likewise sub-
ject to the provision if paid in relation to a 
violation, or investigation or inquiry into a 
potential violation, of any law (or any rule 
or other requirement of such entity). To the 
extent provided in regulations, amounts paid 
or incurred to, or at the direction of, any 

other nongovernmental entity that exercises 
self-regulatory powers as part of performing 
an essential governmental function are simi-
larly subject to the provision. The exception 
for payments that the taxpayer establishes 
are restitution likewise applies in these 
cases.

No inference is intended as to the treat-
ment of payments as nondeductible fines or 
penalties under present law. In particular, 
the Senate amendment is not intended to 
limit the scope of present-law section 162(f) 
or the regulations thereunder. 

Effective date.—The Senate amendment is 
effective for amounts paid or incurred on or 
after April 28, 2003; however the proposal 
does not apply to amounts paid or incurred 
under any binding order or agreement en-
tered into before such date. Any order or 
agreement requiring court approval is not a 
binding order or agreement for this purpose 
unless such approval was obtained on or be-
fore April 27, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
4. Denial of deduction for punitive damages 

(sec. 334 of the Senate amendment and 
sec. 162 of the Code) 

PRESENT LAW 
In general, a deduction is allowed for all 

ordinary and necessary expenses that are 
paid or incurred by the taxpayer during the 
taxable year in carrying on any trade or 
business.192 However, no deduction is allowed 
for any payment that is made to an official 
of any governmental agency if the payment 
constitutes an illegal bribe or kickback or if 
the payment is to an official or employee of 
a foreign government and is illegal under 
Federal law.193 In addition, no deduction is 
allowed under present law for any fine or 
similar payment made to a government for 
violation of any law.194 Furthermore, no de-
duction is permitted for two-thirds of any 
damage payments made by a taxpayer who is 
convicted of a violation of the Clayton anti-
trust law or any related antitrust law.195 

In general, gross income does not include 
amounts received on account of personal 
physical injuries and physical sickness.196 
However, this exclusion does not apply to pu-
nitive damages.197 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment denies any deduc-

tion for punitive damages that are paid or 
incurred by the taxpayer as a result of a 
judgment or in settlement of a claim. If the 
liability for punitive damages is covered by 
insurance, any such punitive damages paid 
by the insurer are included in gross income 
of the insured person and the insurer is re-
quired to report such amounts to both the 
insured person and the IRS. 

Effective date.—The Senate amendment 
provision is effective for punitive damages 
that are paid or incurred on or after the date 
of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
5. Criminal tax fraud (sec. 335 of the Senate 

amendment and secs. 7201, 7203, and 7206 
of the Code) 

PRESENT LAW 
Attempt to evade or defeat tax 

In general, section 7201 imposes a criminal 
penalty on persons who willfully attempt to 
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198 Section 7206 states that making fraudulent or 
false statements under the Code is a felony. In addi-
tion, this offense is a felony pursuant to the classi-
fication guidelines of 18 U.S.C. 3559(a)(5). 

199 See, e.g., Sproull v. Commissioner, 16 T.C. 244 
(1951), aff’d per curiam, 194 F.2d 541 (6th Cir. 1952); 
Rev. Rul. 60–31, 1960–1 C.B. 174.

200 Treas. Reg. sec. 1.83–3(e). This definition in part 
reflects previous IRS rulings on nonqualified de-
ferred compensation. 

evade or defeat any tax imposed by the Code. 
Upon conviction, the Code provides that the 
penalty is up to $100,000 or imprisonment of 
not more than five years (or both). In the 
case of a corporation, the Code increases the 
monetary penalty to a maximum of $500,000. 
Willful failure to file return, supply informa-

tion, or pay tax 
In general, section 7203 imposes a criminal 

penalty on persons required to make esti-
mated tax payments, pay taxes, keep 
records, or supply information under the 
Code who willfully fail to do so. Upon convic-
tion, the Code provides that the penalty is 
up to $25,000 or imprisonment of not more 
than one year (or both). In the case of a cor-
poration, the Code increases the monetary 
penalty to a maximum of $100,000. 
Fraud and false statements 

In general, section 7206 imposes a criminal 
penalty on persons who make fraudulent or 
false statements under the Code. Upon con-
viction, the Code provides that the penalty is 
up to $100,000 or imprisonment of not more 
than three years (or both). In the case of a 
corporation, the Code increases the mone-
tary penalty to a maximum of $500,000.
Uniform sentencing guidelines 

Under the uniform sentencing guidelines 
established by 18 U.S.C. 3571, a defendant 
found guilty of a criminal offense is subject 
to a maximum fine that is the greatest of: 
(a) the amount specified in the underlying 
provision, (b) for a felony 198 $250,000 for an 
individual or $500,000 for an organization, or 
(c) twice the gross gain if a person derives 
pecuniary gain from the offense. This Title 
18 provision applies to all criminal provi-
sions in the United States Code, including 
those in the Internal Revenue Code. For ex-
ample, for an individual, the maximum fine 
under present law upon conviction of vio-
lating section 7206 is $250,000 or, if greater, 
twice the amount of gross gain from the of-
fense. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Attempt to evade or defeat tax 

The Senate amendment increases the 
criminal penalty under section 7201 of the 
Code for individuals to $250,000 and for cor-
porations to $1,000,000. The Senate amend-
ment increases the maximum prison sen-
tence to ten years. 
Willful failure to file return, supply informa-

tion, or pay tax 
The Senate amendment increases the 

criminal penalty under section 7203 of the 
Code from a misdemeanor to a felony and in-
creases the maximum prison sentence to ten 
years. 
Fraud and false statements 

The Senate amendment increases the 
criminal penalty under section 7206 of the 
Code for individuals to $250,000 and for cor-
porations to $1,000,000. The Senate amend-
ment increases the maximum prison sen-
tence to five years. The Senate amendment 
also provides that in no event shall the 
amount of the monetary penalty under this 
provision be less than the amount of the un-
derpayment or overpayment attributable to 
fraud. 
Effective date 

The provision is effective for offenses com-
mitted after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 

6. Executive compensation reforms (sec. 336, 
337 and 338 of the Senate amendment and 
sec. 83 and new sec. 409A of the Code) 

PRESENT LAW 

Property transferred in connection with the per-
formance of services 

Section 83 applies to transfers of property 
in connection with the performance of serv-
ices. Under section 83, if, in connection with 
the performance of services, property is 
transferred to any person other than the per-
son for whom such services are performed, 
the excess of the fair market value of such 
property over the amount (if any) paid for 
the property is includible in income at the 
first time that the property is transferable 
or not subject to substantial risk of for-
feiture. 

Stock granted to an employee (or other 
service provider) is subject to the rules that 
apply under section 83. When stock is vested 
and transferred to an employee, the excess of 
the fair market value of the stock over the 
amount, if any, the employee pays for the 
stock is includible in the employee’s income 
for the year in which the transfer occurs. 

The income taxation of a nonqualified 
stock option is determined under section 83 
and depends on whether the option has a 
readily ascertainable fair market value. If 
the nonqualified option does not have a read-
ily ascertainable fair market value at the 
time of grant, no amount is includible in the 
gross income of the recipient with respect to 
the option until the recipient exercises the 
option. The transfer of stock on exercise of 
the option is subject to the general rules of 
section 83. That is, if vested stock is received 
on exercise of the option, the excess of the 
fair market value of the stock over the op-
tion price is includible in the recipient’s 
gross income as ordinary income in the tax-
able year in which the option is exercised. If 
the stock received on exercise of the option 
is not vested, the excess of the fair market 
value of the stock at the time of vesting over 
the option price is includible in the recipi-
ent’s income for the year in which vesting 
occurs unless the recipient elects to apply 
section 83 at the time of exercise. 

Other forms of stock-based compensation 
are also subject to the rules of section 83. 

Nonqualified deferred compensation 

The determination of when amounts de-
ferred under a nonqualified deferred com-
pensation arrangement are includible in the 
gross income of the individual earning the 
compensation depends on the facts and cir-
cumstances of the arrangement. A variety of 
tax principles and Code provisions may be 
relevant in making this determination, in-
cluding the doctrine of constructive receipt, 
the economic benefit doctrine,199 the provi-
sions of section 83 relating generally to 
transfers of property in connection with the 
performance of services, and provisions re-
lating specifically to nonexempt employee 
trusts (sec. 402(b)) and nonqualified annuities 
(sec. 403(c)). 

In general, the time for income inclusion 
of nonqualified deferred compensation de-
pends on whether the arrangement is un-
funded or funded. If the arrangement is un-
funded, then the compensation is generally 
includible in income when it is actually or 
constructively received. If the arrangement 
is funded, then income is includible for the 
year in which the individual’s rights are 
transferable or not subject to a substantial 
risk of forfeiture. 

Nonqualified deferred compensation is gen-
erally subject to social security and Medi-

care tax when it is earned (i.e., when services 
are performed), unless the nonqualified de-
ferred compensation is subject to a substan-
tial risk of forfeiture. If nonqualified de-
ferred compensation is subject to a substan-
tial risk of forfeiture, it is subject to social 
security and Medicare tax when the risk of 
forfeiture is removed (i.e., when the right to 
the nonqualified deferred compensation 
vests). This treatment is not affected by 
whether the arrangement is funded or un-
funded, which is relevant in determining 
when amounts are includible in income (and 
subject to income tax withholding). 

In general, an arrangement is considered 
funded if there has been a transfer of prop-
erty under section 83. Under that section, a 
transfer of property occurs when a person ac-
quires a beneficial ownership interest in such 
property. The term ‘‘property’’ is defined 
very broadly for purposes of section 83.200 
Property includes real and personal property 
other than money or an unfunded and unse-
cured promise to pay money in the future. 
Property also includes a beneficial interest 
in assets (including money) that are trans-
ferred or set aside from claims of the credi-
tors of the transferor, for example, in a trust 
or escrow account. Accordingly, if, in con-
nection with the performance of services, 
vested contributions are made to a trust on 
an individual’s behalf and the trust assets 
may be used solely to provide future pay-
ments to the individual, the payment of the 
contributions to the trust constitutes a 
transfer of property to the individual that is 
taxable under section 83. On the other hand, 
deferred amounts are generally not includ-
ible in income in situations where non-
qualified deferred compensation is payable 
from general corporate funds that are sub-
ject to the claims of general creditors, as 
such amounts are treated as unfunded and 
unsecured promises to pay money or prop-
erty in the future. 

As discussed above, if the arrangement is 
unfunded, then the compensation is gen-
erally includible in income when it is actu-
ally or constructively received under section 
451. Income is constructively received when 
it is credited to an individual’s account, set 
apart, or otherwise made available so that it 
can be drawn on at any time. Income is not 
constructively received if the taxpayer’s 
control of its receipt is subject to substan-
tial limitations or restrictions. A require-
ment to relinquish a valuable right in order 
to make withdrawals is generally treated as 
a substantial limitation or restriction. 
Rabbi trusts 

Arrangements have developed in an effort 
to provide employees with security for non-
qualified deferred compensation, while still 
allowing deferral of income inclusion. A 
‘‘rabbi trust’’ is a trust or other fund estab-
lished by the employer to hold assets from 
which nonqualified deferred compensation 
payments will be made. The trust or fund is 
generally irrevocable and does not permit 
the employer to use the assets for purposes 
other than to provide nonqualified deferred 
compensation, except that the terms of the 
trust or fund provide that the assets are sub-
ject to the claims of the employer’s creditors 
in the case of insolvency or bankruptcy. 

As discussed above, for purposes of section 
83, property includes a beneficial interest in 
assets set aside from the claims of creditors, 
such as in a trust or fund, but does not in-
clude an unfunded and unsecured promise to 
pay money in the future. In the case of a 
rabbi trust, terms providing that the assets 
are subject to the claims of creditors of the 
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201 This conclusion was first provided in a 1980 pri-
vate ruling issued by the IRS with respect to an ar-
rangement covering a rabbi; hence the popular name 
‘‘rabbi trust.’’ Priv. Ltr. Rul. 8113107 (Dec. 31, 1980). 

202 Rev. Proc. 92–64, 1992–2 C.B. 422, modified in part 
by Notice 2000–56, 2000–2 C.B. 393. 

203 A plan includes an agreement or arrangement. 

204 Compensation is treated as subject to a substan-
tial risk of forfeiture if the rights to such compensa-
tion are conditioned upon the future performance of 
substantial services by any individual. If an ar-
rangement is treated as a funded deferred compensa-
tion plan under the provision, amounts may be in-
cludible in gross income before they are paid or 
made available. In determining the tax treatment of 
amounts available under the plan, the rules applica-
ble to the taxation of annuities apply. 

205 An officer is defined as the president, principal 
financial officer, principal accounting officer (or, if 
there is no such accounting officer, the controller), 
any vice-president in charge of a principal business 
unit, division or function (such as sales, administra-
tion or finance), any other officer who performs a 
policymaking function, or any other person who per-
forms similar policymaking functions. 

employer in the case of insolvency or bank-
ruptcy have been the basis for the conclusion 
that the creation of a rabbi trust does not 
cause the related nonqualified deferred com-
pensation arrangement to be funded for in-
come tax purposes.201 As a result, no amount 
is included in income by reason of the rabbi 
trust; generally income inclusion occurs as 
payments are made from the trust. 

The IRS has issued guidance setting forth 
model rabbi trust provisions.202 Revenue Pro-
cedure 92–64 provides a safe harbor for tax-
payers who adopt and maintain grantor 
trusts in connection with unfunded deferred 
compensation arrangements. The model 
trust language requires that the trust pro-
vide that all assets of the trust are subject 
to the claims of the general creditors of the 
company in the event of the company’s in-
solvency or bankruptcy. 

Since the concept of rabbi trusts was de-
veloped, arrangements have developed which 
attempt to protect the assets from creditors 
despite the terms of the trust. Arrangements 
also have developed which effectively allow 
deferred amounts to be available to individ-
uals, while still meeting the safe harbor re-
quirements set forth by the IRS. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Taxation of nonqualified deferred compensation 
funded with assets located outside of the 
United States 

The Senate amendment provides that as-
sets that are designated or otherwise avail-
able for the use of providing nonqualified de-
ferred compensation and are located outside 
the United States (e.g., in a foreign trust, ar-
rangement or account) are not treated as 
subject to the claims of general creditors. 
Therefore, to the extent of such assets, non-
qualified deferred compensation amounts are 
not treated as unfunded and unsecured prom-
ises to pay, but are treated as property under 
section 83 and includible in income when the 
right to the compensation is no longer sub-
ject to a substantial risk of forfeiture, re-
gardless of when the compensation is paid. 
No inference is intended that nonqualified 
deferred compensation assets located outside 
of the U.S. would be treated as subject to the 
claims of creditors under present law. 

The Senate amendment does not apply to 
assets located in a foreign jurisdiction if sub-
stantially all of the services to which the 
nonqualified deferred compensation relates 
are performed in such foreign jurisdiction. 

The Senate amendment is specifically in-
tended to apply to foreign trusts and ar-
rangements that effectively shield from the 
claims of general creditors any assets in-
tended to satisfy nonqualified deferred com-
pensation obligations. The Senate amend-
ment provides the Secretary of the Treasury 
authority to prescribe regulations as are 
necessary to carry out the provision and to 
provide additional exceptions for specific ar-
rangements which do not result in improper 
deferral of U.S. tax if the assets involved in 
the arrangement are readily accessible in 
any insolvency or bankruptcy proceeding. 

Inclusion in gross income of funded deferred 
compensation of corporate insiders 

Under the Senate amendment, if an em-
ployer maintains a funded deferred com-
pensation plan,203 compensation of any dis-
qualified individual which is deferred under 

the plan is includible in the gross income of 
the individual or beneficiary for the first 
taxable year in which there is no substantial 
risk of forfeiture.204 

Under the Senate amendment, a plan is 
treated as a funded deferred compensation 
plan unless (1) the employee’s rights to the 
compensation deferred under the plan, and 
all income attributable to such amounts, are 
no greater than the rights of a general cred-
itor of the employer; (2) until made available 
to the participant or beneficiary, all 
amounts set aside (directly or indirectly) for 
the purposes of paying the deferred com-
pensation, and all income attributable to 
such amounts, remain solely the property of 
the employer and are not restricted to the 
provision of benefits under the plan; (3) at all 
times (not merely after bankruptcy or insol-
vency), all amounts set aside are available to 
satisfy the claims of the employer’s general 
creditors; and (4) investment options under 
which a participant may elect under the non-
qualified deferred compensation plan are the 
same as those which may be elected by par-
ticipants of the qualified employer plan that 
has the fewest investment options. Under the 
Senate amendment, if amounts are set aside 
for the exclusive purpose of paying deferred 
compensation benefits, the plan is treated as 
a funded plan. Amounts set aside in an em-
ployer’s general assets, even if such assets 
are segregated for bookkeeping or account-
ing purposes, which are not restricted to the 
payment of deferred compensation, and are 
subject to the claims of general creditors, 
are not treated as funded if the other re-
quirements under the provision are satisfied. 

An employee’s right to deferred compensa-
tion is treated as greater than the rights of 
general creditors unless (1) the deferred com-
pensation, and all income attributable to 
such amounts, is payable only upon separa-
tion from service, disability, death, or at a 
specified time (or pursuant to a fixed sched-
ule) and (2) the plan does not permit the ac-
celeration of the time of such payments by 
reason of any event. Amounts payable upon 
a specified event are not treated as amounts 
payable at a specified time. For example, 
amounts payable when an individual attains 
age 65 are payable at a specified time, while 
amounts payable when an individual’s child 
begins college are payable by reason of an 
event. Disability is defined as under the So-
cial Security Act. Under such definition, an 
individual is considered to be disabled if he 
is unable to engage in any substantial gain-
ful activity by reason of any medically de-
terminable physical or mental impairment 
which can be expected to result in death or 
which has lasted or can be expected to last 
for a continuous period of not less than 
twelve months. A plan which allows payment 
of deferred compensation or earnings other 
than upon separation from service, dis-
ability, death, or specified time, or allows 
for any acceleration of payments, is treated 
as funded and compensation deferred under 
such plan is includible in income when the 
rights to such compensation are not subject 
to a substantial risk of forfeiture. 

Even if an employee’s rights are treated as 
no greater than the rights of general credi-
tors in compliance with the previously dis-
cussed criteria, if the employer and em-
ployee agree to a modification of the plan 
that accelerates the time for payment of de-

ferred compensation, then all compensation 
previously deferred is includible in gross in-
come for the taxable year in which the modi-
fication takes effect. In addition, upon such 
a modification, the taxpayer is required to 
pay interest at the underpayment rate on 
the underpayments that would have occurred 
had the deferred compensation been includ-
ible in gross income on the earliest date that 
there is no substantial risk of forfeiture of 
the right to the compensation. Such interest 
is treated as interest on an underpayment of 
tax. 

With respect to amounts set aside in a 
trust, a plan is treated as failing to meet the 
requirement that amounts set aside remain 
solely the property of the employer and are 
not restricted to the payment of benefits 
under the plan unless certain specified cri-
teria are met: (1) the employee must have no 
beneficial interest in the trust; (2) assets in 
the trust must be available to satisfy the 
claims of general creditors at all times (not 
merely after bankruptcy or insolvency); and 
(3) no factor can exist which would make it 
more difficult for general creditors to reach 
the assets in the trust than it would be if the 
trust assets were held directly by the em-
ployer in the United States. The location of 
the trust outside of the United States is such 
a prohibited factor, unless substantially all 
of the services to which the nonqualified de-
ferred compensation relates are performed in 
such foreign jurisdiction. The Senate amend-
ment provides the Secretary of the Treasury 
authority to provide additional exceptions 
from the requirement for specific arrange-
ments which do not result in improper defer-
ral of U.S. tax if the assets involved in the 
arrangement are readily accessible to gen-
eral creditors. If any of the criteria are not 
satisfied, the trust is treated as a funded ar-
rangement and compensation deferred is in-
cludible in gross income when such com-
pensation is not subject to a substantial risk 
of forfeiture.

A disqualified individual is any individual 
who, with respect to a corporation, is subject 
to the requirements of section 16(a) of the 
Securities Act of 1934, or would be subject to 
such requirements if such corporation were 
an issuer of equity securities referred to in 
that section. Generally, disqualified individ-
uals include officers (as defined by section 
16(a)),205 directors, or 10–percent owners of 
both private and publicly-held corporations. 

A funded deferred compensation plan does 
not include a qualified retirement plan or 
annuity, a tax-sheltered annuity, a sim-
plified employee pension, a simple retire-
ment account, certain plans funded solely by 
employee contributions, a governmental 
plan, or a plan of a tax-exempt organization. 
Present law rules continue to apply to plans 
or arrangements not subject to the Senate 
amendment (e.g., secs. 401(a), 403(b), and 457). 

It is not intended that the Senate amend-
ment change the tax treatment of trusts 
under section 402(b) or of any arrangements 
under which amounts are otherwise includ-
ible in income. It is not intended that the 
Senate amendment change the rules applica-
ble to an employer’s deduction for non-
qualified deferred compensation. 

The Senate amendment provides the Sec-
retary of the Treasury authority to prescribe 
regulations as are necessary to carry out the 
provision. 
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206 Sec. 13273 of the Revenue Reconciliation Act of 
1993. 

207 Sec. 101(c)(11) of the Economic Growth and Tax 
Relief Reconciliation Act of 2001. 

208 For example, gains on the sale or exchange of 
personal property located in the United States, and 
gains on the sale or exchange of stocks and securi-
ties issued by U.S. persons, generally are not consid-
ered to be U.S.-source income under the Code. Thus, 
such gains would not be taxable to a nonresident 
noncitizen. However, if an individual is subject to 
the alternative regime under sec. 877, such gains are 
treated as U.S.-source income with respect to that 
individual. 

209 For example, a former citizen who is subject to 
the alternative tax regime and who removes appre-
ciated artwork that he or she owns from the United 
States could be subject to immediate U.S. tax on the 
appreciation. In this regard, the removal from the 
United States of appreciated tangible personal prop-
erty having an aggregate fair market value in excess 
of $250,000 within the 15–year period beginning five 
years prior to the expatriation will be treated as an 
‘‘exchange’’ subject to these rules. 

210 The Economic Growth and Tax Relief Reconcili-
ation Act of 2001 (the ‘‘Act’’) repealed the estate tax 
for estates of decedents dying after December 31, 
2009. However, the Act included a ‘‘sunset’’ provi-
sion, pursuant to which the Act’s provisions (includ-
ing estate tax repeal) do not apply to estates of de-
cedents dying after December 31, 2010.

Denial of deferral of certain stock option and 
restricted stock gains 

Under the Senate amendment, gains at-
tributable to stock options (including exer-
cises of stock options), vesting of restricted 
stock, and other employer security based 
compensation cannot be deferred by electing 
to receive a future payment in lieu of such 
amounts. The Senate amendment applies 
even if the future right to payment is treat-
ed as an unfunded to promise to pay. 

The Senate amendment is not intended to 
imply that such practices result in permis-
sive deferral of income under present law. 

Effective date 

The Senate amendment relating to non-
qualified deferred compensation assets lo-
cated outside of the United States is effec-
tive for amounts deferred in taxable years 
beginning after December 31, 2003. 

The Senate amendment requiring inclusion 
in income of funded nonqualified deferred 
compensation of corporate insiders is effec-
tive for amounts deferred in taxable years 
beginning after December 31, 2003. 

The Senate amendment denying deferral of 
certain stock option and restricted stock 
gains is effective for exchanges after Decem-
ber 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provisions. 

7. Increase in withholding from supplemental 
wage payments in excess of $1 million 
(sec. 339 of the Senate amendment and 
sec. 13273 of the Revenue Reconciliation 
Act of 1993) 

PRESENT LAW 

An employer must withhold income taxes 
from wages paid to employees; there are sev-
eral possible methods for determining the 
amount of income tax to be withheld. The 
IRS publishes tables (Publication 15, ‘‘Cir-
cular E’’) to be used in determining the 
amount of income tax to be withheld. The 
tables generally reflect the income tax rates 
under the Code so that withholding approxi-
mates the ultimate tax liability with respect 
to the wage payments. In some cases, ‘‘sup-
plemental’’ wage payments (e.g., bonuses or 
commissions) may be subject to withholding 
at a flat rate,206 based on the third lowest in-
come tax rate under the Code (27 percent for 
2003).207 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment, once annual 
supplemental wage payments to an employee 
exceed $1 million, any additional supple-
mental wage payments to the employee in 
that year are subject to withholding at the 
highest income tax rate (38.6 percent for 
2003), regardless of any other withholding 
rules and regardless of the employee’s Form 
W–4. 

This rule applies only for purposes of wage 
withholding; other types of withholding 
(such as pension withholding and backup 
withholding) are not affected. 

Effective date.—The provision is effective 
with respect to payments made after Decem-
ber 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.

D. International Provisions 
1. Impose mark-to-market on individuals 

who expatriate (sec. 340 of the Senate 
amendment and secs. 102, 877, 2107, 2501, 
7701 and 6039G of the Code) 

PRESENT LAW 
In general 

U.S. citizens and residents generally are 
subject to U.S. income taxation on their 
worldwide income. The U.S. tax may be re-
duced or offset by a credit allowed for for-
eign income taxes paid with respect to for-
eign-source income. Nonresidents who are 
not U.S. citizens are taxed at a flat rate of 30 
percent (or a lower treaty rate) on certain 
types of passive income derived from U.S. 
sources, and at regular graduated rates on 
net profits derived from a U.S. business. 
Income tax rules with respect to expatriates 

An individual who relinquishes his or her 
U.S. citizenship or terminates his or her U.S. 
residency with a principal purpose of avoid-
ing U.S. taxes is subject to an alternative 
method of income taxation for the 10 taxable 
years ending after the expatriation or resi-
dency termination under section 877. The al-
ternative method of taxation for expatriates 
modifies the rules generally applicable to 
the taxation of nonresident noncitizens in 
several ways. First, the individual is subject 
to tax on his or her U.S.-source income at 
the rates applicable to U.S. citizens rather 
than the rates applicable to other non-
resident noncitizens. Unlike U.S. citizens, 
however, individuals subject to section 877 
are not taxed on foreign-source income. Sec-
ond, the scope of items treated as U.S.-
source income for section 877 purposes is 
broader than those items generally consid-
ered to be U.S.-source income under the 
Code.208 Third, individuals subject to section 
877 are taxed on exchanges of certain types 
of property that give rise to U.S.-source in-
come for property that gives rise to foreign-
source income.209 Fourth, an individual sub-
ject to section 877 who contributes property 
to a controlled foreign corporation is treated 
as receiving income or gain from such prop-
erty directly and is taxable on such income 
or gain. The alternative method of taxation 
for expatriates applies only if it results in a 
higher U.S. tax liability than would other-
wise be determined if the individual were 
taxed as a nonresident noncitizen. 

The expatriation tax provisions apply to 
long-term residents of the United States 
whose U.S. residency is terminated. For this 
purpose, a long-term resident is any indi-
vidual who was a lawful permanent resident 
of the United States for at least 8 out of the 
15 taxable years ending with the year in 
which such termination occurs. In applying 
the 8–year test, an individual is not consid-
ered to be a lawful permanent resident for 
any year in which the individual is treated 
as a resident of another country under a 
treaty tie-breaker rule (and the individual 

does not elect to waive the benefits of such 
treaty). 

Subject to the exceptions described below, 
an individual is treated as having expatri-
ated or terminated residency with a prin-
cipal purpose of avoiding U.S. taxes if either: 
(1) the individual’s average annual U.S. Fed-
eral income tax liability for the 5 taxable 
years ending before the date of the individ-
ual’s loss of U.S. citizenship or termination 
of U.S. residency is greater than $100,000 (the 
‘‘tax liability test’’), or (2) the individual’s 
net worth as of the date of such loss or ter-
mination is $500,000 or more (the ‘‘net worth 
test’’). The dollar amount thresholds con-
tained in the tax liability test and the net 
worth test are indexed for inflation in the 
case of a loss of citizenship or termination of 
residency occurring in any calendar year 
after 1996. An individual who falls below 
these thresholds is not automatically treat-
ed as having a principal purpose of tax avoid-
ance, but nevertheless is subject to the expa-
triation tax provisions if the individual’s 
loss of citizenship or termination of resi-
dency in fact did have as one of its principal 
purposes the avoidance of tax. 

Certain exceptions from the treatment 
that an individual relinquished his or her 
U.S. citizenship or terminated his or her U.S. 
residency for tax avoidance purposes may 
also apply. For example, a U.S. citizen who 
loses his or her citizenship and who satisfies 
either the tax liability test or the net worth 
test (described above) can avoid being 
deemed to have a principal purpose of tax 
avoidance if the individual falls within cer-
tain categories (such as being a dual citizen) 
and the individual, within one year from the 
date of loss of citizenship, submits a ruling 
request for a determination by the Secretary 
of the Treasury as to whether such loss had 
as one of its principal purposes the avoidance 
of taxes. 
Estate tax rules with respect to expatriates 

Nonresident noncitizens generally are sub-
ject to estate tax on certain transfers of 
U.S.-situated property at death.210 Such 
property includes real estate and tangible 
property located within the United States. 
Moreover, for estate tax purposes, stock held 
by nonresident noncitizens is treated as 
U.S.-situated if issued by a U.S. corporation. 

Special rules apply to U.S. citizens who re-
linquish their citizenship and long-term resi-
dents who terminate their U.S. residency 
within the 10 years prior to the date of 
death, unless the loss of status did not have 
as one its principal purposes the avoidance of 
tax (sec. 2107). Under these rules, the dece-
dent’s estate includes the proportion of the 
decedent’s stock in a foreign corporation 
that the fair market value of the U.S.-situs 
assets owned by the corporation bears to the 
total assets of the corporation. This rule ap-
plies only if (1) the decedent owned, directly, 
at death 10 percent or more of the combined 
voting power of all voting stock of the cor-
poration and (2) the decedent owned, directly 
or indirectly, at death more than 50 percent 
of the total voting stock of the corporation 
or more than 50 percent of the total value of 
all stock of the corporation. 

Taxpayers are deemed to have a principal 
purpose of tax avoidance if they meet the 
five-year tax liability test or the net worth 
test, discussed above. Exceptions from this 
tax avoidance treatment apply in the same 
circumstances as those described above (re-
lating to certain dual citizens and other indi-
viduals who submit a timely and complete 
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ruling request with the IRS as to whether 
their expatriation or residency termination 
had a principal purpose of tax avoidance). 
Gift tax rules with respect to expatriates 

Nonresident noncitizens generally are sub-
ject to gift tax on certain transfers by gift of 
U.S.-situated property. Such property in-
cludes real estate and tangible property lo-
cated within the United States. Unlike the 
estate tax rules for U.S. stock held by non-
residents, however, nonresident noncitizens 
generally are not subject to U.S. gift tax on 
the transfer of intangibles, such as stock or 
securities, regardless of where such property 
is situated. 

Special rules apply to U.S. citizens who re-
linquish their U.S. citizenship or long-term 
residents of the United States who terminate 
their U.S. residency within the 10 years prior 
to the date of transfer, unless such loss did 
not have as one of its principal purposes the 
avoidance of tax (sec. 2501(a)(3)). Under these 
rules, nonresident noncitizens are subject to 
gift tax on transfers of intangibles, such as 
stock or securities. Taxpayers are deemed to 
have a principal purpose of tax avoidance if 
they meet the five-year tax liability test or 
the net worth test, discussed above. Excep-
tions from this tax avoidance treatment 
apply in the same circumstances as those de-
scribed above (relating to certain dual citi-
zens and other individuals who submit a 
timely and complete ruling request with the 
IRS as to whether their expatriation or resi-
dency termination had a principal purpose of 
tax avoidance). 
Other tax rules with respect to expatriates 

The expatriation tax provisions permit a 
credit against the U.S. tax imposed under 
such provisions for any foreign income, gift, 
estate, or similar taxes paid with respect to 
the items subject to such taxation. This 
credit is available only against the tax im-
posed solely as a result of the expatriation 
tax provisions, and is not available to be 
used to offset any other U.S. tax liability. 

In addition, certain information reporting 
requirements apply. Under these rules, a 
U.S. citizen who loses his or her citizenship 
is required to provide a statement to the 
State Department (or other designated gov-
ernment entity) that includes the individ-
ual’s social security number, forwarding for-
eign address, new country of residence and 
citizenship, a balance sheet in the case of in-
dividuals with a net worth of at least 
$500,000, and such other information as the 
Secretary may prescribe. The information 
statement must be provided no later than 
the earliest day on which the individual (1) 
renounces the individual’s U.S. nationality 
before a diplomatic or consular officer of the 
United States, (2) furnishes to the U.S. De-
partment of State a statement of voluntary 
relinquishment of U.S. nationality con-
firming an act of expatriation, (3) is issued a 
certificate of loss of U.S. nationality by the 
U.S. Department of State, or (4) loses U.S. 
nationality because the individual’s certifi-
cate of naturalization is canceled by a U.S. 
court. The entity to which such statement is 
to be provided is required to provide to the 
Secretary of the Treasury copies of all state-
ments received and the names of individuals 
who refuse to provide such statements. A 
long-term resident whose U.S. residency is 
terminated is required to attach a similar 
statement to his or her U.S. income tax re-
turn for the year of such termination. An in-
dividual’s failure to provide the required 
statement results in the imposition of a pen-
alty for each year the failure continues equal 
to the greater of (1) 5 percent of the individ-
ual’s expatriation tax liability for such year, 
or (2) $1,000. 

The State Department is required to pro-
vide the Secretary of the Treasury with a 

copy of each certificate of loss of nationality 
approved by the State Department. Simi-
larly, the agency administering the immi-
gration laws is required to provide the Sec-
retary of the Treasury with the name of each 
individual whose status as a lawful perma-
nent resident has been revoked or has been 
determined to have been abandoned. Fur-
ther, the Secretary of the Treasury is re-
quired to publish in the Federal Register the 
names of all former U.S. citizens with re-
spect to whom it receives the required state-
ments or whose names or certificates of loss 
of nationality it receives under the foregoing 
information-sharing provisions. 
Immigration rules with respect to expatriates 

Under U.S. immigration laws, any former 
U.S. citizen who officially renounces his or 
her U.S. citizenship and who is determined 
by the Attorney General to have renounced 
for the purpose of U.S. tax avoidance is ineli-
gible to receive a U.S. visa and will be denied 
entry into the United States. This provision 
was included as an amendment (the ‘‘Reed 
amendment’’) to immigration legislation 
that was enacted in 1996. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment generally subjects 
certain U.S. citizens who relinquish their 
U.S. citizenship and certain long-term U.S. 
residents who terminate their U.S. residence 
to tax on the net unrealized gain in their 
property as if such property were sold for 
fair market value on the day before the expa-
triation or residency termination. Gain from 
the deemed sale is taken into account at 
that time without regard to other Code pro-
visions; any loss from the deemed sale gen-
erally would be taken into account to the ex-
tent otherwise provided in the Code. Any net 
gain on the deemed sale is recognized to the 
extent it exceeds $600,000 ($1.2 million in the 
case of married individuals filing a joint re-
turn, both of whom relinquish citizenship or 
terminate residency). The $600,000 amount is 
increased by a cost of living adjustment fac-
tor for calendar years after 2003. 
Individuals covered 

Under the Senate amendment, the mark-
to-market tax applies to U.S. citizens who 
relinquish citizenship and long-term resi-
dents who terminate U.S. residency. An indi-
vidual is a long-term resident if he or she 
was a lawful permanent resident for at least 
eight out of the 15 taxable years ending with 
the year in which the termination of resi-
dency occurs. An individual is considered to 
terminate long-term residency when either 
the individual ceases to be a lawful perma-
nent resident (i.e., loses his or her green card 
status), or the individual is treated as a resi-
dent of another country under a tax treaty 
and the individual does not waive the bene-
fits of the treaty. 

Exceptions from the mark-to-market tax 
are provided in two situations. The first ex-
ception applies to an individual who was 
born with citizenship both in the United 
States and in another country; provided that 
(1) as of the expatriation date the individual 
continues to be a citizen of, and is taxed as 
a resident of, such other country, and (2) the 
individual was not a resident of the United 
States for the five taxable years ending with 
the year of expatriation. The second excep-
tion applies to a U.S. citizen who relin-
quishes U.S. citizenship before reaching age 
18 and a half, provided that the individual 
was a resident of the United States for no 
more than five taxable years before such re-
linquishment. 
Election to be treated as a U.S. citizen 

Under the Senate amendment, an indi-
vidual is permitted to make an irrevocable 

election to continue to be taxed as a U.S. cit-
izen with respect to all property that other-
wise is covered by the expatriation tax. This 
election is an ‘‘all or nothing’’ election; an 
individual is not permitted to elect this 
treatment for some property but not for 
other property. The election, if made, would 
apply to all property that would be subject 
to the expatriation tax and to any property 
the basis of which is determined by reference 
to such property. Under this election, the in-
dividual would continue to pay U.S. income 
taxes at the rates applicable to U.S. citizens 
following expatriation on any income gen-
erated by the property and on any gain real-
ized on the disposition of the property. In ad-
dition, the property would continue to be 
subject to U.S. gift, estate, and generation-
skipping transfer taxes. In order to make 
this election, the taxpayer would be required 
to waive any treaty rights that would pre-
clude the collection of the tax. 

The individual also would be required to 
provide security to ensure payment of the 
tax under this election in such form, man-
ner, and amount as the Secretary of the 
Treasury requires. The amount of mark-to-
market tax that would have been owed but 
for this election (including any interest, pen-
alties, and certain other items) shall be a 
lien in favor of the United States on all U.S.-
situs property owned by the individual. This 
lien shall arise on the expatriation date and 
shall continue until the tax liability is satis-
fied, the tax liability has become unenforce-
able by reason of lapse of time, or the Sec-
retary is satisfied that no further tax liabil-
ity may arise by reason of this provision. 
The rules of section 6324A(d)(1), (3), and (4) 
(relating to liens arising in connection with 
the deferral of estate tax under section 6166) 
apply to liens arising under this provision. 
Date of relinquishment of citizenship 

Under the Senate amendment, an indi-
vidual is treated as having relinquished U.S. 
citizenship on the earliest of four possible 
dates: (1) the date that the individual re-
nounces U.S. nationality before a diplomatic 
or consular officer of the United States (pro-
vided that the voluntary relinquishment is 
later confirmed by the issuance of a certifi-
cate of loss of nationality); (2) the date that 
the individual furnishes to the State Depart-
ment a signed statement of voluntary relin-
quishment of U.S. nationality confirming 
the performance of an expatriating act 
(again, provided that the voluntary relin-
quishment is later confirmed by the issuance 
of a certificate of loss of nationality); (3) the 
date that the State Department issues a cer-
tificate of loss of nationality; or (4) the date 
that a U.S. court cancels a naturalized citi-
zen’s certificate of naturalization. 
Deemed sale of property upon expatriation or 

residency termination 
The deemed sale rule of the Senate amend-

ment generally applies to all property inter-
ests held by the individual on the date of re-
linquishment of citizenship or termination 
of residency. Special rules apply in the case 
of trust interests, as described below. U.S. 
real property interests, which remain subject 
to U.S. tax in the hands of nonresident non-
citizens, generally are excepted from the 
provision. Regulatory authority is granted 
to the Treasury to except other types of 
property from the provision. 

Under the Senate amendment, an indi-
vidual who is subject to the mark-to-market 
tax is required to pay a tentative tax equal 
to the amount of tax that would be due for 
a hypothetical short tax year ending on the 
date the individual relinquished citizenship 
or terminated residency. Thus, the tentative 
tax is based on all income, gain, deductions, 
loss, and credits of the individual for the 
year through such date, including amounts 
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211 Application of the provision is not limited to an 
interest that meets the definition of property under 
section 83 (relating to property transferred in con-
nection with the performance of services). 

realized from the deemed sale of property. 
The tentative tax is due on the 90th day after 
the date of relinquishment of citizenship or 
termination of residency.
Retirement plans and similar arrangements 

Subject to certain exceptions, the Senate 
amendment applies to all property interests 
held by the individual at the time of relin-
quishment of citizenship or termination of 
residency. Accordingly, such property in-
cludes an interest in an employer-sponsored 
retirement plan or deferred compensation ar-
rangement as well as an interest in an indi-
vidual retirement account or annuity (i.e., 
an IRA).211 However, the Senate amendment 
contains a special rule for an interest in a 
‘‘qualified retirement plan.’’ For purposes of 
the provision, a ‘‘qualified retirement plan’’ 
includes an employer-sponsored qualified 
plan (sec. 401(a)), a qualified annuity (sec. 
403(a)), a tax-sheltered annuity (sec. 403(b)), 
an eligible deferred compensation plan of a 
governmental employer (sec. 457(b)), or an 
IRA (sec. 408). The special retirement plan 
rule applies also, to the extent provided in 
regulations, to any foreign plan or similar 
retirement arrangement or program. An in-
terest in a trust that is part of a qualified re-
tirement plan or other arrangement that is 
subject to the special retirement plan rule is 
not subject to the rules for interests in 
trusts (discussed below). 

Under the special rule, an amount equal to 
the present value of the individual’s vested, 
accrued benefit under a qualified retirement 
plan is treated as having been received by 
the individual as a distribution under the 
plan on the day before the individual’s relin-
quishment of citizenship or termination of 
residency. It is not intended that the plan 
would be deemed to have made a distribution 
for purposes of the tax-favored status of the 
plan, such as whether a plan may permit dis-
tributions before a participant has severed 
employment. In the case of any later dis-
tribution to the individual from the plan, the 
amount otherwise includible in the individ-
ual’s income as a result of the distribution is 
reduced to reflect the amount previously in-
cluded in income under the special retire-
ment plan rule. The amount of the reduction 
applied to a distribution is the excess of: (1) 
the amount included in income under the 
special retirement plan rule over (2) the 
total reductions applied to any prior dis-
tributions. However, under the provision, the 
retirement plan, and any person acting on 
the plan’s behalf, will treat any later dis-
tribution in the same manner as the dis-
tribution would be treated without regard to 
the special retirement plan rule. 

It is expected that the Treasury Depart-
ment will provide guidance for determining 
the present value of an individual’s vested, 
accrued benefit under a qualified retirement 
plan, such as the individual’s account bal-
ance in the case of a defined contribution 
plan or an IRA, or present value determined 
under the qualified joint and survivor annu-
ity rules applicable to a defined benefit plan 
(sec. 417(e)). 
Deferral of payment of tax 

Under the Senate amendment, an indi-
vidual is permitted to elect to defer payment 
of the mark-to-market tax imposed on the 
deemed sale of the property. Interest is 
charged for the period the tax is deferred at 
a rate two percentage points higher than the 
rate normally applicable to individual under-
payments. Under this election, the mark-to-
market tax attributable to a particular prop-
erty is due when the property is disposed of 

(or, if the property is disposed of in whole or 
in part in a nonrecognition transaction, at 
such other time as the Secretary may pre-
scribe). The mark-to-market tax attrib-
utable to a particular property is an amount 
that bears the same ratio to the total mark-
to-market tax for the year as the gain taken 
into account with respect to such property 
bears to the total gain taken into account 
under these rules for the year. The deferral 
of the mark-to-market tax may not be ex-
tended beyond the individual’s death. 

In order to elect deferral of the mark-to-
market tax, the individual is required to pro-
vide adequate security to the Treasury to en-
sure that the deferred tax and interest will 
be paid. Other security mechanisms are per-
mitted provided that the individual estab-
lishes to the satisfaction of the Secretary 
that the security is adequate. In the event 
that the security provided with respect to a 
particular property subsequently becomes 
inadequate and the individual fails to cor-
rect the situation, the deferred tax and the 
interest with respect to such property will 
become due. As a further condition to mak-
ing the election, the individual is required to 
consent to the waiver of any treaty rights 
that would preclude the collection of the tax. 

The deferred amount (including any inter-
est, penalties, and certain other items) shall 
be a lien in favor of the United States on all 
U.S.-situs property owned by the individual. 
This lien shall arise on the expatriation date 
and shall continue until the tax liability is 
satisfied, the tax liability has become unen-
forceable by reason of lapse of time, or the 
Secretary is satisfied that no further tax li-
ability may arise by reason of this provision. 
The rules of section 6324A(d)(1), (3), and (4) 
(relating to liens arising in connection with 
the deferral of estate tax under section 6166) 
apply to liens arising under this provision. 
Interests in trusts 

Under the Senate amendment, detailed 
rules apply to trust interests held by an indi-
vidual at the time of relinquishment of citi-
zenship or termination of residency. The 
treatment of trust interests depends on 
whether the trust is a qualified trust. A trust 
is a qualified trust if a court within the 
United States is able to exercise primary su-
pervision over the administration of the 
trust and one or more U.S. persons have the 
authority to control all substantial decisions 
of the trust. 

Constructive ownership rules apply to a 
trust beneficiary that is a corporation, part-
nership, trust, or estate. In such cases, the 
shareholders, partners, or beneficiaries of 
the entity are deemed to be the direct bene-
ficiaries of the trust for purposes of applying 
these provisions. In addition, an individual 
who holds (or who is treated as holding) a 
trust instrument at the time of relinquish-
ment of citizenship or termination of resi-
dency is required to disclose on his or her 
tax return the methodology used to deter-
mine his or her interest in the trust, and 
whether such individual knows (or has rea-
son to know) that any other beneficiary of 
the trust uses a different method. 

Nonqualified trusts.—If an individual holds 
an interest in a trust that is not a qualified 
trust, a special rule applies for purposes of 
determining the amount of the mark-to-mar-
ket tax due with respect to such trust inter-
est. The individual’s interest in the trust is 
treated as a separate trust consisting of the 
trust assets allocable to such interest. Such 
separate trust is treated as having sold its 
net assets as of the date of relinquishment of 
citizenship or termination of residency and 
having distributed the assets to the indi-
vidual, who then is treated as having re-
contributed the assets to the trust. The indi-
vidual is subject to the mark-to-market tax 

with respect to any net income or gain aris-
ing from the deemed distribution from the 
trust. 

The election to defer payment is available 
for the mark-to-market tax attributable to a 
nonqualified trust interest. Interest is 
charged for the period the tax is deferred at 
a rate two percentage points higher than the 
rate normally applicable to individual under-
payments. A beneficiary’s interest in a non-
qualified trust is determined under all the 
facts and circumstances, including the trust 
instrument, letters of wishes, and historical 
patterns of trust distributions. 

Qualified trusts.—If an individual has an in-
terest in a qualified trust, the amount of un-
realized gain allocable to the individual’s 
trust interest is calculated at the time of ex-
patriation or residency termination. In de-
termining this amount, all contingencies and 
discretionary interests are assumed to be re-
solved in the individual’s favor (i.e., the indi-
vidual is allocated the maximum amount 
that he or she could receive). The mark-to-
market tax imposed on such gains is col-
lected when the individual receives distribu-
tions from the trust, or if earlier, upon the 
individual’s death. Interest is charged for the 
period the tax is deferred at a rate two per-
centage points higher than the rate normally 
applicable to individual underpayments. 

If an individual has an interest in a quali-
fied trust, the individual is subject to the 
mark-to-market tax upon the receipt of dis-
tributions from the trust. These distribu-
tions also may be subject to other U.S. in-
come taxes. If a distribution from a qualified 
trust is made after the individual relin-
quishes citizenship or terminates residency, 
the mark-to-market tax is imposed in an 
amount equal to the amount of the distribu-
tion multiplied by the highest tax rate gen-
erally applicable to trusts and estates, but in 
no event will the tax imposed exceed the de-
ferred tax amount with respect to the trust 
interest. For this purpose, the deferred tax 
amount is equal to (1) the tax calculated 
with respect to the unrealized gain allocable 
to the trust interest at the time of expatria-
tion or residency termination, (2) increased 
by interest thereon, and (3) reduced by any 
mark-to-market tax imposed on prior trust 
distributions to the individual. 

If any individual’s interest in a trust is 
vested as of the expatriation date (e.g., if the 
individual’s interest in the trust is non-con-
tingent and non-discretionary), the gain al-
locable to the individual’s trust interest is 
determined based on the trust assets allo-
cable to his or her trust interest. If the indi-
vidual’s interest in the trust is not vested as 
of the expatriation date (e.g., if the individ-
ual’s trust interest is a contingent or discre-
tionary interest), the gain allocable to his or 
her trust interest is determined based on all 
of the trust assets that could be allocable to 
his or her trust interest, determined by re-
solving all contingencies and discretionary 
powers in the individual’s favor. In the case 
where more than one trust beneficiary is 
subject to the expatriation tax with respect 
to trust interests that are not vested, the 
rules are intended to apply so that the same 
unrealized gain with respect to assets in the 
trust is not taxed to both individuals. 

Mark-to-market taxes become due if the 
trust ceases to be a qualified trust, the indi-
vidual disposes of his or her qualified trust 
interest, or the individual dies. In such 
cases, the amount of mark-to-market tax 
equals the lesser of (1) the tax calculated 
under the rules for nonqualified trust inter-
ests as of the date of the triggering event, or 
(2) the deferred tax amount with respect to 
the trust interest as of that date. 

The tax that is imposed on distributions 
from a qualified trust generally is deducted 
and withheld by the trustees. If the indi-
vidual does not agree to waive treaty rights 
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212 Secs. 951–964. 
213 Secs. 1291–1298. 

that would preclude collection of the tax, the 
tax with respect to such distributions is im-
posed on the trust, the trustee is personally 
liable for the tax, and any other beneficiary 
has a right of contribution against such indi-
vidual with respect to the tax. Similar rules 
apply when the qualified trust interest is dis-
posed of, the trust ceases to be a qualified 
trust, or the individual dies. 
Coordination with present-law alternative tax 

regime 
The Senate amendment provides a coordi-

nation rule with the present-law alternative 
tax regime. Under the provision, the expa-
triation income tax rules under section 877, 
and the expatriation estate and gift tax rules 
under sections 2107 and 2501(a)(3) (described 
above), do not apply to a former citizen or 
former long-term resident whose expatria-
tion or residency termination occurs on or 
after February 5, 2003. 
Treatment of gifts and inheritances from a 

former citizen or former long-term resident 
Under the Senate amendment, the exclu-

sion from income provided in section 102 (re-
lating to exclusions from income for the 
value of property acquired by gift or inherit-
ance) does not apply to the value of any 
property received by gift or inheritance from 
a former citizen or former long-term resi-
dent (i.e., an individual who relinquished 
U.S. citizenship or terminated U.S. resi-
dency), subject to the exceptions described 
above relating to certain dual citizens and 
minors. Accordingly, a U.S. taxpayer who re-
ceives a gift or inheritance from such an in-
dividual is required to include the value of 
such gift or inheritance in gross income and 
is subject to U.S. tax on such amount. Hav-
ing included the value of the property in in-
come, the recipient would then take a basis 
in the property equal to that value. The tax 
does not apply to property that is shown on 
a timely filed gift tax return and that is a 
taxable gift by the former citizen or former 
long-term resident, or property that is 
shown on a timely filed estate tax return and 
included in the gross U.S. estate of the 
former citizen or former long-term resident 
(regardless of whether the tax liability 
shown on such a return is reduced by credits, 
deductions, or exclusions available under the 
estate and gift tax rules). In addition, the 
tax does not apply to property in cases in 
which no estate or gift tax return is required 
to be filed, where no such return would have 
been required to be filed if the former citizen 
or former long-term resident had not relin-
quished citizenship or terminated residency, 
as the case may be. Applicable gifts or be-
quests that are made in trust are treated as 
made to the beneficiaries of the trust in pro-
portion to their respective interests in the 
trust. 
Information reporting 

The Senate amendment provides that cer-
tain information reporting requirements 
under present law (sec. 6039G) applicable to 
former citizens and former long-term resi-
dents also apply for purposes of the provi-
sion. 
Immigration rules 

The Senate amendment amends the immi-
gration rules that deny tax-motivated expa-
triates reentry into the United States by re-
moving the requirement that the expatria-
tion be tax-motivated, and instead denies 
former citizens reentry into the United 
States if the individual is determined not to 
be in compliance with his or her tax obliga-
tions under the provision’s expatriation tax 
provisions (regardless of the subjective mo-
tive for expatriating). For this purpose, the 
provision permits the IRS to disclose certain 
items of return information of an individual, 
upon written request of the Attorney Gen-

eral or his delegate, as is necessary for mak-
ing a determination under section 
212(a)(10)(E) of the Immigration and Nation-
ality Act. Specifically, the provision would 
permit the IRS to disclose to the agency ad-
ministering section 212(a)(10)(E) whether 
such taxpayer is in compliance with section 
877A and identify the items of noncompli-
ance. Recordkeeping requirements, safe-
guards, and civil and criminal penalties for 
unauthorized disclosure or inspection would 
apply to return information disclosed under 
this provision. 
Effective date 

The Senate amendment generally is effec-
tive for U.S. citizens who relinquish citizen-
ship or long-term residents who terminate 
their residency on or after February 5, 2003. 
The provisions relating to gifts and inherit-
ances are effective for gifts and inheritances 
received from former citizens and former 
long-term residents on or after February 5, 
2003, whose expatriation or residency termi-
nation occurs on or after such date. The pro-
visions relating to former citizens under U.S. 
immigration laws are effective on or after 
the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Provisions to discourage corporate expa-

triation (secs. 341–343 of the Senate 
amendment and secs. 845(a) and 275(a) 
and new secs. 7874 and 5000A of the Code) 

(a) Tax treatment of inverted corporate en-
tities 

PRESENT LAW 
Determination of corporate residence 

The U.S. tax treatment of a multinational 
corporate group depends significantly on 
whether the top-tier ‘‘parent’’ corporation of 
the group is domestic or foreign. For pur-
poses of U.S. tax law, a corporation is treat-
ed as domestic if it is incorporated under the 
law of the United States or of any State. All 
other corporations (i.e., those incorporated 
under the laws of foreign countries) are 
treated as foreign. Thus, place of incorpora-
tion determines whether a corporation is 
treated as domestic or foreign for purposes of 
U.S. tax law, irrespective of other factors 
that might be thought to bear on a corpora-
tion’s ‘‘nationality,’’ such as the location of 
the corporation’s management activities, 
employees, business assets, operations, or 
revenue sources, the exchanges on which the 
corporation’s stock is traded, or the resi-
dence of the corporation’s managers and 
shareholders.
U.S. taxation of domestic corporations 

The United States employs a ‘‘worldwide’’ 
tax system, under which domestic corpora-
tions generally are taxed on all income, 
whether derived in the United States or 
abroad. In order to mitigate the double tax-
ation that may arise from taxing the for-
eign-source income of a domestic corpora-
tion, a foreign tax credit for income taxes 
paid to foreign countries is provided to re-
duce or eliminate the U.S. tax owed on such 
income, subject to certain limitations. 

Income earned by a domestic parent cor-
poration from foreign operations conducted 
by foreign corporate subsidiaries generally is 
subject to U.S. tax when the income is dis-
tributed as a dividend to the domestic cor-
poration. Until such repatriation, the U.S. 
tax on such income is generally deferred. 
However, certain anti-deferral regimes may 
cause the domestic parent corporation to be 
taxed on a current basis in the United States 
with respect to certain categories of passive 
or highly mobile income earned by its for-
eign subsidiaries, regardless of whether the 
income has been distributed as a dividend to 

the domestic parent corporation. The main 
anti-deferral regimes in this context are the 
controlled foreign corporation rules of sub-
part F 212 and the passive foreign investment 
company rules.213 A foreign tax credit is gen-
erally available to offset, in whole or in part, 
the U.S. tax owed on this foreign-source in-
come, whether repatriated as an actual divi-
dend or included under one of the anti-defer-
ral regimes. 
U.S. taxation of foreign corporations 

The United States taxes foreign corpora-
tions only on income that has a sufficient 
nexus to the United States. Thus, a foreign 
corporation is generally subject to U.S. tax 
only on income that is ‘‘effectively con-
nected’’ with the conduct of a trade or busi-
ness in the United States. Such ‘‘effectively 
connected income’’ generally is taxed in the 
same manner and at the same rates as the 
income of a U.S. corporation. An applicable 
tax treaty may limit the imposition of U.S. 
tax on business operations of a foreign cor-
poration to cases in which the business is 
conducted through a ‘‘permanent establish-
ment’’ in the United States. 

In addition, foreign corporations generally 
are subject to a gross-basis U.S. tax at a flat 
30-percent rate on the receipt of interest, 
dividends, rents, royalties, and certain simi-
lar types of income derived from U.S. 
sources, subject to certain exceptions. The 
tax generally is collected by means of with-
holding by the person making the payment. 
This tax may be reduced or eliminated under 
an applicable tax treaty. 
U.S. tax treatment of inversion transactions 

Under present law, U.S. corporations may 
reincorporate in foreign jurisdictions and 
thereby replace the U.S. parent corporation 
of a multinational corporate group with a 
foreign parent corporation. These trans-
actions are commonly referred to as ‘‘inver-
sion’’ transactions. Inversion transactions 
may take many different forms, including 
stock inversions, asset inversions, and var-
ious combinations of and variations on the 
two. Most of the known transactions to date 
have been stock inversions. In one example 
of a stock inversion, a U.S. corporation 
forms a foreign corporation, which in turn 
forms a domestic merger subsidiary. The do-
mestic merger subsidiary then merges into 
the U.S. corporation, with the U.S. corpora-
tion surviving, now as a subsidiary of the 
new foreign corporation. The U.S. corpora-
tion’s shareholders receive shares of the for-
eign corporation and are treated as having 
exchanged their U.S. corporation shares for 
the foreign corporation shares. An asset in-
version reaches a similar result, but through 
a direct merger of the top-tier U.S. corpora-
tion into a new foreign corporation, among 
other possible forms. An inversion trans-
action may be accompanied or followed by 
further restructuring of the corporate group. 
For example, in the case of a stock inver-
sion, in order to remove income from foreign 
operations from the U.S. taxing jurisdiction, 
the U.S. corporation may transfer some or 
all of its foreign subsidiaries directly to the 
new foreign parent corporation or other re-
lated foreign corporations. 

In addition to removing foreign operations 
from the U.S. taxing jurisdiction, the cor-
porate group may derive further advantage 
from the inverted structure by reducing U.S. 
tax on U.S.-source income through various 
‘‘earnings stripping’’ or other transactions. 
This may include earnings stripping through 
payment by a U.S. corporation of deductible 
amounts such as interest, royalties, rents, or 
management service fees to the new foreign 
parent or other foreign affiliates. In this re-
spect, the post-inversion structure enables 
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214 It is expected that the Treasury Secretary will 
issue regulations applying the term ‘‘substantially 
all’’ in this context and will not be bound in this re-
gard by interpretations of the term in other con-
texts under the Code. 

215 Since the top-tier foreign corporation is treated 
for all purposes of the Code as domestic, the share-
holder-level ‘‘toll charge’’ of sec. 367(a) does not 
apply to these inversion transactions. However, with 
respect to inversion transactions completed before 
2004, regulated investment companies and certain 
similar entities are allowed to elect to recognize 
gain as if sec. 367(a) did apply. 

the group to employ the same tax-reduction 
strategies that are available to other multi-
national corporate groups with foreign par-
ents and U.S. subsidiaries, subject to the 
same limitations. These limitations under 
present law include section 163(j), which lim-
its the deductibility of certain interest paid 
to related parties, if the payor’s debt-equity 
ratio exceeds 1.5 to 1 and the payor’s net in-
terest expense exceeds 50 percent of its ‘‘ad-
justed taxable income.’’ More generally, sec-
tion 482 and the regulations thereunder re-
quire that all transactions between related 
parties be conducted on terms consistent 
with an ‘‘arm’s length’’ standard, and permit 
the Secretary of the Treasury to reallocate 
income and deductions among such parties if 
that standard is not met. 

Inversion transactions may give rise to im-
mediate U.S. tax consequences at the share-
holder and/or the corporate level, depending 
on the type of inversion. In stock inversions, 
the U.S. shareholders generally recognize 
gain (but not loss) under section 367(a), based 
on the difference between the fair market 
value of the foreign corporation shares re-
ceived and the adjusted basis of the domestic 
corporation stock exchanged. To the extent 
that a corporation’s share value has de-
clined, and/or it has many foreign or tax-ex-
empt shareholders, the impact of this section 
367(a) ‘‘toll charge’’ is reduced. The transfer 
of foreign subsidiaries or other assets to the 
foreign parent corporation also may give rise 
to U.S. tax consequences at the corporate 
level (e.g., gain recognition and earnings and 
profits inclusions under sections 1001, 311(b), 
304, 367, 1248 or other provisions). The tax on 
any income recognized as a result of these 
restructurings may be reduced or eliminated 
through the use of net operating losses, for-
eign tax credits, and other tax attributes. 

In asset inversions, the U.S. corporation 
generally recognizes gain (but not loss) 
under section 367(a) as though it had sold all 
of its assets, but the shareholders generally 
do not recognize gain or loss, assuming the 
transaction meets the requirements of a re-
organization under section 368. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment defines two dif-
ferent types of corporate inversion trans-
actions and establishes a different set of con-
sequences for each type. Certain partnership 
transactions also are covered. 
Transactions involving at least 80 percent iden-

tity of stock ownership 
The first type of inversion is a transaction 

in which, pursuant to a plan or a series of re-
lated transactions: (1) a U.S. corporation be-
comes a subsidiary of a foreign-incorporated 
entity or otherwise transfers substantially 
all of its properties to such an entity;214 (2) 
the former shareholders of the U.S. corpora-
tion hold (by reason of holding stock in the 
U.S. corporation) 80 percent or more (by vote 
or value) of the stock of the foreign-incor-
porated entity after the transaction; and (3) 
the foreign-incorporated entity, considered 
together with all companies connected to it 
by a chain of greater than 50 percent owner-
ship (i.e., the ‘‘expanded affiliated group’’), 
does not have substantial business activities 
in the entity’s country of incorporation, 
compared to the total worldwide business ac-
tivities of the expanded affiliated group. The 
provision denies the intended tax benefits of 

this type of inversion by deeming the top-
tier foreign corporation to be a domestic cor-
poration for all purposes of the Code.215 

Except as otherwise provided in regula-
tions, the provision does not apply to a di-
rect or indirect acquisition of the properties 
of a U.S. corporation no class of the stock of 
which was traded on an established securi-
ties market at any time within the four-year 
period preceding the acquisition. In deter-
mining whether a transaction would meet 
the definition of an inversion under the pro-
vision, stock held by members of the ex-
panded affiliated group that includes the for-
eign incorporated entity is disregarded. For 
example, if the former top-tier U.S. corpora-
tion receives stock of the foreign incor-
porated entity (e.g., so-called ‘‘hook’’ stock), 
the stock would not be considered in deter-
mining whether the transaction meets the 
definition. Stock sold in a public offering 
(whether initial or secondary) or private 
placement related to the transaction also is 
disregarded for these purposes. Acquisitions 
with respect to a domestic corporation or 
partnership are deemed to be ‘‘pursuant to a 
plan’’ if they occur within the four-year pe-
riod beginning on the date which is two 
years before the ownership threshold under 
the provision is met with respect to such 
corporation or partnership. 

Transfers of properties or liabilities as part 
of a plan a principal purpose of which is to 
avoid the purposes of the provision are dis-
regarded. In addition, the Treasury Sec-
retary is granted authority to prevent the 
avoidance of the purposes of the provision, 
including avoidance through the use of re-
lated persons, pass-through or other noncor-
porate entities, or other intermediaries, and 
through transactions designed to qualify or 
disqualify a person as a related person, a 
member of an expanded affiliated group, or a 
publicly traded corporation. Similarly, the 
Treasury Secretary is granted authority to 
treat certain non-stock instruments as 
stock, and certain stock as not stock, where 
necessary to carry out the purposes of the 
provision.
Transactions involving greater than 50 percent 

but less than 80 percent identity of stock 
ownership 

The second type of inversion is a trans-
action that would meet the definition of an 
inversion transaction described above, ex-
cept that the 80-percent ownership threshold 
is not met. In such a case, if a greater-than-
50-percent ownership threshold is met, then 
a second set of rules applies to the inversion. 
Under these rules, the inversion transaction 
is respected (i.e., the foreign corporation is 
treated as foreign), but: (1) any applicable 
corporate-level ‘‘toll charges’’ for estab-
lishing the inverted structure may not be 
offset by tax attributes such as net operating 
losses or foreign tax credits; (2) the IRS is 
given expanded authority to monitor re-
lated-party transactions that may be used to 
reduce U.S. tax on U.S.-source income going 
forward; and (3) section 163(j), relating to 
‘‘earnings stripping’’ through related-party 
debt, is strengthened. These measures gen-
erally apply for a 10-year period following 
the inversion transaction. In addition, in-
verting entities are required to provide infor-
mation to shareholders or partners and the 
IRS with respect to the inversion trans-
action. 

With respect to ‘‘toll charges,’’ any appli-
cable corporate-level income or gain re-

quired to be recognized under sections 304, 
311(b), 367, 1001, 1248, or any other provision 
with respect to the transfer of controlled for-
eign corporation stock or other assets by a 
U.S. corporation as part of the inversion 
transaction or after such transaction to a re-
lated foreign person is taxable, without off-
set by any tax attributes (e.g., net operating 
losses or foreign tax credits). To the extent 
provided in regulations, this rule will not 
apply to certain transfers of inventory and 
similar transactions conducted in the ordi-
nary course of the taxpayer’s business. 

In order to enhance IRS monitoring of re-
lated-party transactions, the provision es-
tablishes a new pre-filing procedure. Under 
this procedure, the taxpayer will be required 
annually to submit an application to the IRS 
for an agreement that all return positions to 
be taken by the taxpayer with respect to re-
lated-party transactions comply with all rel-
evant provisions of the Code, including sec-
tions 163(j), 267(a)(3), 482, and 845. The Treas-
ury Secretary is given the authority to 
specify the form, content, and supporting in-
formation required for this application, as 
well as the timing for its submission. 

The IRS will be required to take one of the 
following three actions within 90 days of re-
ceiving a complete application from a tax-
payer: (1) conclude an agreement with the 
taxpayer that the return positions to be 
taken with respect to related-party trans-
actions comply with all relevant provisions 
of the Code; (2) advise the taxpayer that the 
IRS is satisfied that the application was 
made in good faith and substantially com-
plies with the requirements set forth by the 
Treasury Secretary for such an application, 
but that the IRS reserves substantive judg-
ment as to the tax treatment of the relevant 
transactions pending the normal audit proc-
ess; or (3) advise the taxpayer that the IRS 
has concluded that the application was not 
made in good faith or does not substantially 
comply with the requirements set forth by 
the Treasury Secretary. 

In the case of a compliance failure de-
scribed in (3) above (and in cases in which 
the taxpayer fails to submit an application), 
the following sanctions will apply for the 
taxable year for which the application was 
required: (1) no deductions or additions to 
basis or cost of goods sold for payments to 
foreign related parties will be permitted; (2) 
any transfers or licenses of intangible prop-
erty to related foreign parties will be dis-
regarded; and (3) any cost-sharing arrange-
ments will not be respected. In such a case, 
the taxpayer may seek direct review by the 
U.S. Tax Court of the IRS’s determination of 
compliance failure. 

If the IRS fails to act on the taxpayer’s ap-
plication within 90 days of receipt, then the 
taxpayer will be treated as having submitted 
in good faith an application that substan-
tially complies with the above-referenced re-
quirements. Thus, the deduction disallow-
ance and other sanctions described above 
will not apply, but the IRS will be able to ex-
amine the transactions at issue under the 
normal audit process. The IRS is authorized 
to request that the taxpayer extend this 90-
day deadline in cases in which the IRS be-
lieves that such an extension might help the 
parties to reach an agreement. 

The ‘‘earnings stripping’’ rules of section 
163(j), which deny or defer deductions for cer-
tain interest paid to foreign related parties, 
are strengthened for inverted corporations. 
With respect to such corporations, the provi-
sion eliminates the debt-equity threshold 
generally applicable under section 163(j) and 
reduces the 50-percent thresholds for ‘‘excess 
interest expense’’ and ‘‘excess limitation’’ to 
25 percent. 

In cases in which a U.S. corporate group 
acquires subsidiaries or other assets from an 
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216 Nonstatutory stock options refer to stock op-
tions other than incentive stock options and em-
ployee stock purchase plans, the taxation of which 
is determined under sections 421–424. 

217 If an individual receives a grant of a nonstatu-
tory option that has a readily ascertainable fair 
market value at the time the option is granted, the 
excess of the fair market value of the option over 
the amount paid for the option is included in the re-
cipient’s gross income as ordinary income in the 
first taxable year in which the option is either 
transferable or not subject to a substantial risk of 
forfeiture. 

218 An expanded affiliated group is an affiliated 
group (under section 1504) except that such group is 
determined without regard to the exceptions for cer-
tain corporations and is determined applying a 
greater than 50 percent threshold, in lieu of the 80 
percent test. 

219 An officer is defined as the president, principal 
financial officer, principal accounting officer (or, if 
there is no such accounting officer, the controller), 
any vice-president in charge of a principal business 
unit, division or function (such as sales, administra-
tion or finance), any other officer who performs a 
policy-making function, or any other person who 
performs similar policy-making functions. 

220 Under the provision, any transfer of property is 
treated as a payment and any right to a transfer of 
property is treated as a right to a payment.

unrelated inverted corporate group, the pro-
visions described above generally do not 
apply to the acquiring U.S. corporate group 
or its related parties (including the newly 
acquired subsidiaries or assets) by reason of 
acquiring the subsidiaries or assets that 
were connected with the inversion trans-
action. The Treasury Secretary is given au-
thority to issue regulations appropriate to 
carry out the purposes of this provision and 
to prevent its abuse. 
Partnership transactions 

Under the proposal, both types of inversion 
transactions include certain partnership 
transactions. Specifically, both parts of the 
provision apply to transactions in which a 
foreign-incorporated entity acquires sub-
stantially all of the properties constituting a 
trade or business of a domestic partnership 
(whether or not publicly traded), if after the 
acquisition at least 80 percent (or more than 
50 percent but less than 80 percent, as the 
case may be) of the stock of the entity is 
held by former partners of the partnership 
(by reason of holding their partnership inter-
ests), and the ‘‘substantial business activi-
ties’’ test is not met. For purposes of deter-
mining whether these tests are met, all part-
nerships that are under common control 
within the meaning of section 482 are treated 
as one partnership, except as provided other-
wise in regulations. In addition, the modified 
‘‘toll charge’’ provisions apply at the partner 
level. 
Effective date 

The regime applicable to transactions in-
volving at least 80 percent identity of owner-
ship applies to inversion transactions com-
pleted after March 20, 2002. The rules for in-
version transactions involving greater-than-
50-percent identity of ownership apply to in-
version transactions completed after 1996 
that meet the 50-percent test and to inver-
sion transactions completed after 1996 that 
would have met the 80-percent test but for 
the March 20, 2002 date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.

(b) Excise tax on stock compensation of in-
siders in inverted corporations 

PRESENT LAW 
The income taxation of a nonstatutory216 

compensatory stock option is determined 
under the rules that apply to property trans-
ferred in connection with the performance of 
services (sec. 83). If a nonstatutory stock op-
tion does not have a readily ascertainable 
fair market value at the time of grant, which 
is generally the case unless the option is ac-
tively traded on an established market, no 
amount is included in the gross income of 
the recipient with respect to the option until 
the recipient exercises the option.217 Upon 
exercise of such an option, the excess of the 
fair market value of the stock purchased 
over the option price is included in the re-
cipient’s gross income as ordinary income in 
such taxable year. 

The tax treatment of other forms of stock-
based compensation (e.g., restricted stock 
and stock appreciation rights) is also deter-
mined under section 83. The excess of the fair 

market value over the amount paid (if any) 
for such property is generally includable in 
gross income in the first taxable year in 
which the rights to the property are trans-
ferable or are not subject to substantial risk 
of forfeiture. 

Shareholders are generally required to rec-
ognize gain upon stock inversion trans-
actions. An inversion transaction is gen-
erally not a taxable event for holders of 
stock options and other stock-based com-
pensation. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment, specified 
holders of stock options and other stock-
based compensation are subject to an excise 
tax upon certain inversion transactions. The 
provision imposes a 20 percent excise tax on 
the value of specified stock compensation 
held (directly or indirectly) by or for the 
benefit of a disqualified individual, or a 
member of such individual’s family, at any 
time during the 12–month period beginning 
six months before the corporation’s inver-
sion date. Specified stock compensation is 
treated as held for the benefit of a disquali-
fied individual if such compensation is held 
by an entity, e.g., a partnership or trust, in 
which the individual, or a member of the in-
dividual’s family, has an ownership interest. 

A disqualified individual is any individual 
who, with respect to a corporation, is, at any 
time during the 12–month period beginning 
on the date which is six months before the 
inversion date, subject to the requirements 
of section 16(a) of the Securities and Ex-
change Act of 1934 with respect to the cor-
poration, or any member of the corporation’s 
expanded affiliated group,218 or would be sub-
ject to such requirements if the corporation 
(or member) were an issuer of equity securi-
ties referred to in section 16(a). Disqualified 
individuals generally include officers (as de-
fined by section 16(a)),219 directors, and 10–
percent owners of private and publicly-held 
corporations. 

The excise tax is imposed on a disqualified 
individual of an inverted corporation only if 
gain (if any) is recognized in whole or part 
by any shareholder by reason of either the 80 
percent or 50 percent identity of stock own-
ership corporate inversion transactions pre-
viously described in the provision. 

Specified stock compensation subject to 
the excise tax includes any payment220 (or 
right to payment) granted by the inverted 
corporation (or any member of the corpora-
tion’s expanded affiliated group) to any per-
son in connection with the performance of 
services by a disqualified individual for such 
corporation (or member of the corporation’s 
expanded affiliated group) if the value of the 
payment or right is based on, or determined 
by reference to, the value or change in value 
of stock of such corporation (or any member 
of the corporation’s expanded affiliated 
group). In determining whether such com-
pensation exists and valuing such compensa-

tion, all restrictions, other than non-lapse 
restrictions, are ignored. Thus, the excise 
tax applies, and the value subject to the tax 
is determined, without regard to whether 
such specified stock compensation is subject 
to a substantial risk of forfeiture or is exer-
cisable at the time of the inversion trans-
action. Specified stock compensation in-
cludes compensatory stock and restricted 
stock grants, compensatory stock options, 
and other forms of stock-based compensa-
tion, including stock appreciation rights, 
phantom stock, and phantom stock options. 
Specified stock compensation also includes 
nonqualified deferred compensation that is 
treated as though it were invested in stock 
or stock options of the inverting corporation 
(or member). For example, the provision ap-
plies to a disqualified individual’s deferred 
compensation if company stock is one of the 
actual or deemed investment options under 
the nonqualified deferred compensation plan. 

Specified stock compensation includes a 
compensation arrangement that gives the 
disqualified individual an economic stake 
substantially similar to that of a corporate 
shareholder. Thus, the excise tax does not 
apply where a payment is simply triggered 
by a target value of the corporation’s stock 
or where a payment depends on a perform-
ance measure other than the value of the 
corporation’s stock. Similarly, the tax does 
not apply if the amount of the payment is 
not directly measured by the value of the 
stock or an increase in the value of the 
stock. For example, an arrangement under 
which a disqualified individual is paid a cash 
bonus of $500,000 if the corporation’s stock 
increased in value by 25 percent over two 
years or $1,000,000 if the stock increased by 33 
percent over two years is not specified stock 
compensation, even though the amount of 
the bonus generally is keyed to an increase 
in the value of the stock. By contrast, an ar-
rangement under which a disqualified indi-
vidual is paid a cash bonus equal to $10,000 
for every $1 increase in the share price of the 
corporation’s stock is subject to the provi-
sion because the direct connection between 
the compensation amount and the value of 
the corporation’s stock gives the disqualified 
individual an economic stake substantially 
similar to that of a shareholder. 

The excise tax applies to any such specified 
stock compensation previously granted to a 
disqualified individual but cancelled or 
cashed-out within the six-month period end-
ing with the inversion transaction, and to 
any specified stock compensation awarded in 
the six-month period beginning with the in-
version transaction. As a result, for example, 
if a corporation were to cancel outstanding 
options three months before the transaction 
and then reissue comparable options three 
months after the transaction, the tax applies 
both to the cancelled options and the newly 
granted options. It is intended that the 
Treasury Secretary issue guidance to avoid 
double counting with respect to specified 
stock compensation that is cancelled and 
then regranted during the applicable twelve-
month period. 

Specified stock compensation subject to 
the tax does not include a statutory stock 
option or any payment or right from a quali-
fied retirement plan or annuity, a tax-shel-
tered annuity, a simplified employee pen-
sion, or a simple retirement account. In ad-
dition, under the provision, the excise tax 
does not apply to any stock option that is 
exercised during the six-month period before 
the inversion or to any stock acquired pursu-
ant to such exercise. The excise tax also does 
not apply to any specified stock compensa-
tion which is sold, exchanged, distributed or 
cashed-out during such period in a trans-
action in which gain or loss is recognized in 
full. 
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For specified stock compensation held on 
the inversion date, the amount of the tax is 
determined based on the value of the com-
pensation on such date. The tax imposed on 
specified stock compensation cancelled dur-
ing the six-month period before the inversion 
date is determined based on the value of the 
compensation on the day before such can-
cellation, while specified stock compensa-
tion granted after the inversion date is val-
ued on the date granted. Under the provi-
sion, the cancellation of a non-lapse restric-
tion is treated as a grant. 

The value of the specified stock compensa-
tion on which the excise tax is imposed is 
the fair value in the case of stock options 
(including warrants and other similar rights 
to acquire stock) and stock appreciation 
rights and the fair market value for all other 
forms of compensation. For purposes of the 
tax, the fair value of an option (or a warrant 
or other similar right to acquire stock) or a 
stock appreciation right is determined using 
an appropriate option-pricing model, as spec-
ified or permitted by the Treasury Sec-
retary, that takes into account the stock 
price at the valuation date; the exercise 
price under the option; the remaining term 
of the option; the volatility of the under-
lying stock and the expected dividends on it; 
and the risk-free interest rate over the re-
maining term of the option. Options that 
have no intrinsic value (or ‘‘spread’’) because 
the exercise price under the option equals or 
exceeds the fair market value of the stock at 
valuation nevertheless have a fair value and 
are subject to tax under the provision. The 
value of other forms of compensation, such 
as phantom stock or restricted stock, are the 
fair market value of the stock as of the date 
of the inversion transaction. The value of 
any deferred compensation that could be val-
ued by reference to stock is the amount that 
the disqualified individual would receive if 
the plan were to distribute all such deferred 
compensation in a single sum on the date of 
the inversion transaction (or the date of can-
cellation or grant, if applicable). It is ex-
pected that the Treasury Secretary issue 
guidance on valuation of specified stock 
compensation, including guidance similar to 
the revenue procedures issued under section 
280G, except that the guidance would not 
permit the use of a term other than the full 
remaining term. Pending the issuance of 
guidance, it is intended that taxpayers could 
rely on the revenue procedures issued under 
section 280G (except that the full remaining 
term must be used). 

The excise tax also applies to any payment 
by the inverted corporation or any member 
of the expanded affiliated group made to an 
individual, directly or indirectly, in respect 
of the tax. Whether a payment is made in re-
spect of the tax is determined under all of 
the facts and circumstances. Any payment 
made to keep the individual in the same 
after-tax position that the individual would 
have been in had the tax not applied is a pay-
ment made in respect of the tax. This in-
cludes direct payments of the tax and pay-
ments to reimburse the individual for pay-
ment of the tax. It is expected that the 
Treasury Secretary issue guidance on deter-
mining when a payment is made in respect of 
the tax and that such guidance would in-
clude certain factors that give rise to a re-
buttable presumption that a payment is 
made in respect of the tax, including a rebut-
table presumption that if the payment is 
contingent on the inversion transaction, it is 
made in respect to the tax. Any payment 
made in respect of the tax is includible in 
the income of the individual, but is not de-
ductible by the corporation. 

To the extent that a disqualified individual 
is also a covered employee under section 
162(m), the $1,000,000 limit on the deduction 

allowed for employee remuneration for such 
employee is reduced by the amount of any 
payment (including reimbursements) made 
in respect of the tax under the provision. As 
discussed above, this includes direct pay-
ments of the tax and payments to reimburse 
the individual for payment of the tax. 

The payment of the excise tax has no effect 
on the subsequent tax treatment of any spec-
ified stock compensation. Thus, the payment 
of the tax has no effect on the individual’s 
basis in any specified stock compensation 
and no effect on the tax treatment for the in-
dividual at the time of exercise of an option 
or payment of any specified stock compensa-
tion, or at the time of any lapse or forfeiture 
of such specified stock compensation. The 
payment of the tax is not deductible and has 
no effect on any deduction that might be al-
lowed at the time of any future exercise or 
payment. 

Under the provision, the Treasury Sec-
retary is authorized to issue regulations as 
may be necessary or appropriate to carry out 
the purposes of the section.

Effective date.—The provision is effective as 
of July 11, 2002, except that periods before 
July 11, 2002, are not taken into account in 
applying the tax to specified stock com-
pensation held or cancelled during the six-
month period before the inversion date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 

(c) Reinsurance of United States risks in 
foreign jurisdictions 

PRESENT LAW 
In the case of a reinsurance agreement be-

tween two or more related persons, present 
law provides the Treasury Secretary with 
authority to allocate among the parties or 
recharacterize income (whether investment 
income, premium or otherwise), deductions, 
assets, reserves, credits and any other items 
related to the reinsurance agreement, or 
make any other adjustment, in order to re-
flect the proper source and character of the 
items for each party.221 For this purpose, re-
lated persons are defined as in section 482. 
Thus, persons are related if they are organi-
zations, trades or businesses (whether or not 
incorporated, whether or not organized in 
the United States, and whether or not affili-
ated) that are owned or controlled directly 
or indirectly by the same interests. The pro-
vision may apply to a contract even if one of 
the related parties is not a domestic com-
pany.222 In addition, the provision also per-
mits such allocation, recharacterization, or 
other adjustments in a case in which one of 
the parties to a reinsurance agreement is, 
with respect to any contract covered by the 
agreement, in effect an agent of another 
party to the agreement, or a conduit be-
tween related persons. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment clarifies the rules 

of section 845, relating to authority for the 
Treasury Secretary to allocate items among 
the parties to a reinsurance agreement, re-
characterize items, or make any other ad-
justment, in order to reflect the proper 
source and character of the items for each 
party. The proposal authorizes such alloca-
tion, recharacterization, or other adjust-
ment, in order to reflect the proper source, 
character or amount of the item. It is in-
tended that this authority223 be exercised in 

a manner similar to the authority under sec-
tion 482 for the Treasury Secretary to make 
adjustments between related parties. It is in-
tended that this authority be applied in situ-
ations in which the related persons (or 
agents or conduits) are engaged in cross-bor-
der transactions that require allocation, re-
characterization, or other adjustments in 
order to reflect the proper source, character 
or amount of the item or items. No inference 
is intended that present law does not provide 
this authority with respect to reinsurance 
agreements. 

No regulations have been issued under sec-
tion 845(a). It is expected that the Treasury 
Secretary will issue regulations under sec-
tion 845(a) to address effectively the alloca-
tion of income (whether investment income, 
premium or otherwise) and other items, the 
recharacterization of such items, or any 
other adjustment necessary to reflect the 
proper amount, source or character of the 
item. 

Effective date.—The provision is effective 
for any risk reinsured after April 11, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Doubling of certain penalties, fines, and 

interest on underpayments related to 
certain offshore financial arrangements 
(sec. 344 of the Senate amendment) 

PRESENT LAW 
In general 

The Code contains numerous civil pen-
alties, such as the delinquency, accuracy-re-
lated and fraud penalties. These civil pen-
alties are in addition to any interest that 
may be due as a result of an underpayment 
of tax. If all or any part of a tax is not paid 
when due, the Code imposes interest on the 
underpayment, which is assessed and col-
lected in the same manner as the underlying 
tax and is subject to the same statute of lim-
itations. 
Delinquency penalties 

Failure to file.—Under present law, a tax-
payer who fails to file a tax return on a 
timely basis is generally subject to a penalty 
equal to 5 percent of the net amount of tax 
due for each month that the return is not 
filed, up to a maximum of five months or 25 
percent. An exception from the penalty ap-
plies if the failure is due to reasonable cause. 
The net amount of tax due is the excess of 
the amount of the tax required to be shown 
on the return over the amount of any tax 
paid on or before the due date prescribed for 
the payment of tax. 

Failure to pay.—Taxpayers who fail to pay 
their taxes are subject to a penalty of 0.5 
percent per month on the unpaid amount, up 
to a maximum of 25 percent. If a penalty for 
failure to file and a penalty for failure to pay 
tax shown on a return both apply for the 
same month, the amount of the penalty for 
failure to file for such month is reduced by 
the amount of the penalty for failure to pay 
tax shown on a return. If a return is filed 
more than 60 days after its due date, then 
the penalty for failure to file tax shown on a 
return may not reduce the penalty for fail-
ure to pay below the lesser of $100 or 100 per-
cent of the amount required to be shown on 
the return. For any month in which an in-
stallment payment agreement with the IRS 
is in effect, the rate of the penalty is half the 
usual rate (0.25 percent instead of 0.5 per-
cent), provided that the taxpayer filed the 
tax return in a timely manner (including ex-
tensions). 

Failure to make timely deposits of tax.—The 
penalty for the failure to make timely depos-
its of tax consists of a four-tiered structure 
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in which the amount of the penalty varies 
with the length of time within which the 
taxpayer corrects the failure. A depositor is 
subject to a penalty equal to 2 percent of the 
amount of the underpayment if the failure is 
corrected on or before the date that is five 
days after the prescribed due date. A deposi-
tor is subject to a penalty equal to 5 percent 
of the amount of the underpayment if the 
failure is corrected after the date that is five 
days after the prescribed due date but on or 
before the date that is 15 days after the pre-
scribed due date. A depositor is subject to a 
penalty equal to 10 percent of the amount of 
the underpayment if the failure is corrected 
after the date that is 15 days after the due 
date but on or before the date that is 10 days 
after the date of the first delinquency notice 
to the taxpayer (under sec. 6303). Finally, a 
depositor is subject to a penalty equal to 15 
percent of the amount of the underpayment 
if the failure is not corrected on or before 
the date that is 10 days after the date of the 
day on which notice and demand for imme-
diate payment of tax is given in cases of 
jeopardy. 

An exception from the penalty applies if 
the failure is due to reasonable cause. In ad-
dition, the Secretary may waive the penalty 
for an inadvertent failure to deposit any tax 
by specified first-time depositors. 
Accuracy-related penalties 

The accuracy-related penalty is imposed at 
a rate of 20 percent of the portion of any un-
derpayment that is attributable, in relevant, 
to (1) negligence, (2) any substantial under-
statement of income tax and (3) any substan-
tial valuation misstatement. In addition, the 
penalty is doubled for certain gross valu-
ation misstatements. These consolidated 
penalties are also coordinated with the fraud 
penalty. This statutory structure operates to 
eliminate any stacking of the penalties. 

No penalty is to be imposed if it is shown 
that there was reasonable cause for an un-
derpayment and the taxpayer acted in good 
faith. However, Treasury has issued proposed 
regulations that limit the defenses available 
to the imposition of an accuracy-related pen-
alty in connection with a reportable trans-
action when the transaction is not disclosed. 

Negligence or disregard for the rules or regu-
lations.—If an underpayment of tax is attrib-
utable to negligence, the negligence penalty 
applies only to the portion of the under-
payment that is attributable to negligence. 
Negligence is any failure to make a reason-
able attempt to comply with the provisions 
of the Code. Disregard includes any careless, 
reckless or intentional disregard of the rules 
or regulations. 

Substantial understatement of income tax.—
Generally, an understatement is substantial 
if the understatement exceeds the greater of 
(1) 10 percent of the tax required to be shown 
on the return for the tax year or (2) $5,000. In 
determining whether a substantial under-
statement exists, the amount of the under-
statement is reduced by any portion attrib-
utable to an item if (1) the treatment of the 
item on the return is or was supported by 
substantial authority, or (2) facts relevant to 
the tax treatment of the item were ade-
quately disclosed on the return or on a state-
ment attached to the return. 

Substantial valuation misstatement.—A pen-
alty applies to the portion of an under-
payment that is attributable to a substantial 
valuation misstatement. Generally, a sub-
stantial valuation misstatement exists if the 
value or adjusted basis of any property 
claimed on a return is 200 percent or more of 
the correct value or adjusted basis. The 
amount of the penalty for a substantial valu-
ation misstatement is 20 percent of the 
amount of the underpayment if the value or 
adjusted basis claimed is 200 percent or more 

but less than 400 percent of the correct value 
or adjusted basis. If the value or adjusted 
basis claimed is 400 percent or more of the 
correct value or adjusted basis, then the 
overvaluation is a gross valuation 
misstatement. 

Gross valuation misstatements.—The rate of 
the accuracy-related penalty is doubled (to 
40 percent) in the case of gross valuation 
misstatements. 
Fraud penalty 

The fraud penalty is imposed at a rate of 75 
percent of the portion of any underpayment 
that is attributable to fraud. The accuracy-
related penalty does not to apply to any por-
tion of an underpayment on which the fraud 
penalty is imposed. 
Interest provisions 

Taxpayers are required to pay interest to 
the IRS whenever there is an underpayment 
of tax. An underpayment of tax exists when-
ever the correct amount of tax is not paid by 
the last date prescribed for the payment of 
the tax. The last date prescribed for the pay-
ment of the income tax is the original due 
date of the return. 

Different interest rates are provided for 
the payment of interest depending upon the 
type of taxpayer, whether the interest re-
lates to an underpayment or overpayment, 
and the size of the underpayment or overpay-
ment. Interest on underpayments is com-
pounded daily. 
Offshore Voluntary Compliance Initiative 

In January 2003, Treasury announced the 
Offshore Voluntary Compliance Initiative 
(‘‘OVCI’’) to encourage the voluntary disclo-
sure of previously unreported income placed 
by taxpayers in offshore accounts and 
accessed through credit card or other finan-
cial arrangements. A taxpayer had to comply 
with various requirements in order to par-
ticipate in OVCI, including sending a written 
request to participate in the program by 
April 15, 2003. This request had to include in-
formation about the taxpayer, the taxpayer’s 
introduction to the credit card or other fi-
nancial arrangements and the names of par-
ties that promoted the transaction. Tax-
payers eligible under OVCI will not be liable 
for civil fraud, the fraudulent failure to file 
penalty or the civil information return pen-
alties. The taxpayer will pay back taxes, in-
terest and certain accuracy-related and de-
linquency penalties.
Voluntary disclosure initiative 

A taxpayer’s timely, voluntary disclosure 
of a substantial unreported tax liability has 
long been an important factor in deciding 
whether the taxpayer’s case should ulti-
mately be referred for criminal prosecution. 
The voluntary disclosure must be truthful, 
timely, and complete. The taxpayer must 
show a willingness to cooperate (as well as 
actual cooperation) with the IRS in deter-
mining the correct tax liability. The tax-
payer must make good-faith arrangements 
with the IRS to pay in full the tax, interest, 
and any penalties determined by the IRS to 
be applicable. A voluntary disclosure does 
not guarantee immunity from prosecution. 
It creates no substantive or procedural 
rights for taxpayers. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment would increase the 

total amount of civil penalties, interest and 
fines applicable by a factor of two for tax-
payers who would have been eligible to par-
ticipate in either the OVCI or the Treasury 
Department’s voluntary disclosure initia-
tive, which applies to the taxpayer by reason 
of the taxpayer’s underpayment of U.S. in-
come tax liability through certain financing 

arrangement, but did not participate in ei-
ther program. 

Effective date.—The Senate amendment 
generally is effective with respect to a tax-
payer’s open tax years on or after May 8, 
2000. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
4. Effectively connected income to include 

certain foreign source income (sec. 345 of 
the Senate amendment and sec. 864 of the 
Code) 

PRESENT LAW 
Nonresident alien individuals and foreign 

corporations (collectively, foreign persons) 
are subject to U.S. tax on income that is ef-
fectively connected with the conduct of a 
U.S. trade or business; the U.S. tax on such 
income is calculated in the same manner and 
at the same graduated rates as the tax on 
U.S. persons.224 Foreign persons also are sub-
ject to a 30-percent gross-basis tax, collected 
by withholding, on certain U.S.-source in-
come, such as interest, dividends and other 
fixed or determinable annual or periodical 
(‘‘FDAP’’) income, that is not effectively 
connected with a U.S. trade or business. This 
30-percent withholding tax may be reduced 
or eliminated pursuant to an applicable tax 
treaty. Foreign persons generally are not 
subject to U.S. tax on foreign-source income 
that is not effectively connected with a U.S. 
trade or business. 

Detailed rules apply for purposes of deter-
mining whether income is treated as effec-
tively connected with a U.S. trade or busi-
ness (so-called ‘‘U.S.-effectively connected 
income’’).225 The rules differ depending on 
whether the income at issue is U.S-source or 
foreign-source income. Under these rules, 
U.S.-source FDAP income, such as U.S.-
source interest and dividends, and U.S.-
source capital gains are treated as U.S.-ef-
fectively connected income if such income is 
derived from assets used in or held for use in 
the active conduct of a U.S. trade or busi-
ness, or from business activities conducted 
in the United States. All other types of U.S.-
source income are treated as U.S.-effectively 
connected income (sometimes referred to as 
the ‘‘force of attraction rule’’). 

In general, foreign-source income is not 
treated as U.S.-effectively connected in-
come.226 However, foreign-source income, 
gain, deduction, or loss generally is consid-
ered to be effectively connected with a U.S. 
business only if the person has an office or 
other fixed place of business within the 
United States to which such income, gain, 
deduction, or loss is attributable and such 
income falls into one of three categories de-
scribed below.227 For these purposes, income 
generally is not considered attributable to 
an office or other fixed place of business 
within the United States unless such office 
or fixed place of business is a material factor 
in the production of the income, and such of-
fice or fixed place of business regularly car-
ries on activities of the type that generate 
such income.228 

The first category consists of rents or roy-
alties for the use of patents, copyrights, se-
cret processes, or formulas, good will, trade-
marks, trade brands, franchises, or other 
like intangible properties derived in the ac-
tive conduct of the U.S. trade or business.229 
The second category consists of interest or 
dividends derived in the active conduct of a 
banking, financing, or similar business with-
in the United States, or received by a cor-
poration whose principal business is trading 
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in stocks or securities for its own account.230 
Notwithstanding the foregoing, foreign-
source income consisting of dividends, inter-
est, or royalties is not treated as effectively 
connected if the items are paid by a foreign 
corporation in which the recipient owns, di-
rectly, indirectly, or constructively, more 
than 50 percent of the total combined voting 
power of the stock.231 The third category 
consists of income, gain, deduction, or loss 
derived from the sale or exchange of inven-
tory or property held by the taxpayer pri-
marily for sale to customers in the ordinary 
course of the trade or business where the 
property is sold or exchanged outside the 
United States through the foreign person’s 
U.S. office or other fixed place of business.232 
Such amounts are not treated as effectively 
connected if the property is sold or ex-
changed for use, consumption, or disposition 
outside the United States and an office or 
other fixed place of business of the taxpayer 
in a foreign country materially participated 
in the sale or exchange. 

The Code provides sourcing rules for enu-
merated types of income, including interest, 
dividends, rents, royalties, and personal 
services income.233 For example, interest in-
come generally is sourced based on the resi-
dence of the obligor. Dividend income gen-
erally is sourced based on the residence of 
the corporation paying the dividend. Thus, 
interest paid on obligations of foreign per-
sons and dividends paid by foreign corpora-
tions generally are treated as foreign-source 
income. 

Other types of income are not specifically 
covered by the Code’s sourcing rules. For ex-
ample, fees for accepting or confirming let-
ters of credit have been sourced under prin-
ciples analogous to the interest sourcing 
rules.234 In addition, under regulations, pay-
ments in lieu of dividends and interest de-
rived from securities lending transactions 
are sourced in the same manner as interest 
and dividends, including for purposes of de-
termining whether such income is effectively 
connected with a U.S. trade or business.235 
Moreover, income from notional principal 
contracts (such as interest rate swaps) gen-
erally is sourced based on the residence of 
the recipient of the income.236 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
Each category of foreign-source income 

that is treated as effectively connected with 
a U.S. trade or business is expanded to in-
clude economic equivalents of such income 
(i.e., economic equivalents of certain for-
eign-source (1) rents and royalties, (2) divi-
dends and interest, and (3) income on sales or 
exchanges of goods in the ordinary course of 
business). Thus, such economic equivalents 
are treated as U.S.-effectively connected in-
come in the same circumstances that for-
eign-source rents, royalties, dividends, inter-
est, or certain inventory sales are treated as 
U.S.-effectively connected income. For ex-
ample, foreign-source interest and dividend 
equivalents are treated as U.S.-effectively 
connected income if the income is attrib-
utable to a U.S. office of the foreign person, 
and such income is derived by such foreign 
person in the active conduct of a banking, fi-
nancing, or similar business within the 
United States, or the foreign person is a cor-
poration whose principal business is trading 
in stocks or securities for its own account. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

5. Determination of basis amounts paid from 
foreign pension plans (sec. 346 of the Sen-
ate amendment and sec. 72 of the Code) 

PRESENT LAW 

Distributions from retirement plans are in-
cludible in gross income under the rules re-
lating to annuities 237 and, thus, are gen-
erally includible in income, except to the ex-
tent the amount received represents invest-
ment in the contract (i.e., the participant’s 
basis). The participant’s basis includes 
amounts contributed by the participant, to-
gether with certain amounts contributed by 
the employer, minus the aggregate amount 
(if any) previously distributed to the extent 
that such amount was excludable from gross 
income. Amounts contributed by the em-
ployer are included in the calculation of the 
participant’s basis to the extent that such 
amounts were includible in the gross income 
of the participant, or to the extent that such 
amounts would have been excludable from 
the participant’s gross income if they had 
been paid directly to the participant at the 
time they were contributed. 

Distributions received by nonresidents 
from U.S. qualified plans and similar ar-
rangements are generally subject to tax to 
the extent that the amount received is oth-
erwise includible in gross income (i.e., is in 
excess of the basis) and is from a U.S. source. 
Employer contributions to qualified plans 
and other payments for services performed 
outside the United States generally are not 
treated as income from a U.S. source, and 
therefore generally are not subject to U.S. 
tax. 

Under the 1996 U.S. model income tax trea-
ty and many U.S. income tax treaties in 
force, pension distributions beneficially 
owned by a resident of a treaty country in 
consideration for past employment generally 
are taxable only by the individual recipient’s 
country of residence.238 Under the 1996 U.S. 
model income tax treaty and some U.S. in-
come tax treaties, this exclusive residence-
based taxation rule is limited to the taxation 
of amounts that were not previously in-
cluded in taxable income in the other coun-
try. For example, if a treaty country had im-
posed tax on a resident individual with re-
spect to some portion of a pension plan’s 
earnings, subsequent distributions to a resi-
dent of the other country would not be tax-
able in that country to the extent the dis-
tributions were attributable to such 
amounts. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

An amount distributed from a foreign pen-
sion plan is included in the calculation of the 
recipient’s basis only to the extent that the 
recipient previously has been subject to tax-
ation, either in the United States or the for-
eign jurisdiction, on such amount. 

Effective date.—The Senate amendment 
provision is effective for distributions occur-
ring on or after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

6. Recapture of overall foreign losses on sale 
of controlled foreign corporation stock 
(sec. 347 of the Senate amendment and 
sec. 904 of the Code) 

PRESENT LAW 
U.S. persons may credit foreign taxes 

against U.S. tax on foreign-source income. 
The amount of foreign tax credits that may 
be claimed in a year is subject to a limita-
tion that prevents taxpayers from using for-
eign tax credits to offset U.S. tax on U.S.-
source income. The amount of foreign tax 
credits generally is limited to the portion of 
the taxpayer’s U.S. tax which the taxpayer’s 
foreign-source taxable income (i.e., foreign-
source gross income less allocable expenses 
or deductions) bears to the taxpayer’s world-
wide taxable income for the year.239 Separate 
limitations are applied to specific categories 
of income. 

Special recapture rules apply in the case of 
foreign losses for purposes of applying the 
foreign tax credit limitation.240 Under these 
rules, losses for any taxable year in a limita-
tion category which exceed the aggregate 
amount of foreign income earned in other 
limitation categories (a so-called ‘‘overall 
foreign loss’’) are recaptured by resourcing 
foreign-source income earned in a subse-
quent year as U.S.-source income.241 The 
amount resourced as U.S.-source income gen-
erally is limited to the lesser of the amount 
of the overall foreign losses not previously 
recaptured, or 50 percent of the taxpayer’s 
foreign-source income in a given year (the 
‘‘50–percent limit’’). Taxpayers may elect to 
recapture a larger percentage of such losses. 

A special recapture rule applies to ensure 
the recapture of an overall foreign loss where 
property which was used in a trade or busi-
ness predominantly outside the United 
States is disposed of prior to the time the 
loss has been recaptured.242 In this regard, 
dispositions of trade or business property 
used predominantly outside the United 
States are treated as having been recognized 
as foreign-source income (regardless of 
whether gain would otherwise be recognized 
upon disposition of the assets), in an amount 
equal to the lesser of the excess of the fair 
market value of such property over its ad-
justed basis, or the amount of unrecaptured 
overall foreign losses. Such foreign-source 
income is resourced as U.S.-source income 
without regard to the 50–percent limit. For 
example, if a U.S. corporation transfers its 
foreign branch business assets to a foreign 
corporation in a nontaxable section 351 
transaction, the taxpayer would be treated 
for purposes of the recapture rules as having 
recognized foreign-source income in the year 
of the transfer in an amount equal to the ex-
cess of the fair market value of the property 
disposed over its adjusted basis (or the 
amount of unrecaptured foreign losses, if 
smaller). Such income would be recaptured 
as U.S.-source income to the extent of any 
prior unrecaptured overall foreign losses.243 

Detailed rules apply in allocating and ap-
portioning deductions and losses for foreign 
tax credit limitation purposes. In the case of 
interest expense, such amounts generally are 
apportioned to all gross income under an 
asset method, under which the taxpayer’s as-
sets are characterized as producing income 
in statutory or residual groupings (i.e., for-
eign-source income in the various limitation 
categories or U.S.-source income).244 Interest 
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expense is apportioned among these 
groupings based on the relative asset values 
in each. Taxpayers may elect to value assets 
based on either tax book value or fair mar-
ket value. 

Each corporation that is a member of an 
affiliated group is required to apportion its 
interest expense using apportionment frac-
tions determined by reference to all assets of 
the affiliated group. For this purpose, an af-
filiated group generally is defined to include 
only domestic corporations. Stock in a for-
eign subsidiary, however, is treated as a for-
eign asset that may attract the allocation of 
U.S. interest expense for these purposes. If 
tax basis is used to value assets, the adjusted 
basis of the stock of certain 10–percent or 
greater owned foreign corporations or other 
non-affiliated corporations must be in-
creased by the amount of earnings and prof-
its of such corporation accumulated during 
the period the U.S. shareholder held the 
stock. 

HOUSE BILL 

No provision.

SENATE AMENDMENT 

The special recapture rule for overall for-
eign losses that currently applies to disposi-
tions of foreign trade or business assets is to 
apply to the disposition of controlled foreign 
corporation stock. Thus, dispositions of con-
trolled foreign corporation stock are recog-
nized as foreign-source income in an amount 
equal to the lesser of the fair market value 
of the stock over its adjusted basis, or the 
amount of prior unrecaptured overall foreign 
losses. Such income is resourced as U.S.-
source income for foreign tax credit limita-
tion purposes without regard to the 50–per-
cent limit. 

Effective date.—The Senate amendment 
provision is effective as of the date of enact-
ment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

7. Prevention of mismatching of interest and 
original issue discount deductions and 
income inclusions in transactions with 
related foreign persons (sec. 348 of the 
Senate amendment and secs. 163 and 267 
of the Code) 

PRESENT LAW 

Income earned by a foreign corporation 
from its foreign operations generally is sub-
ject to U.S. tax only when such income is 
distributed to any U.S. person that holds 
stock in such corporation. Accordingly, a 
U.S. person that conducts foreign operations 
through a foreign corporation generally is 
subject to U.S. tax on the income from such 
operations when the income is repatriated to 
the United States through a dividend dis-
tribution to the U.S. person. The income is 
reported on the U.S. person’s tax return for 
the year the distribution is received, and the 
United States imposes tax on such income at 
that time. However, certain anti-deferral re-
gimes may cause the U.S. person to be taxed 
on a current basis in the United States with 
respect to certain categories of passive or 
highly mobile income earned by the foreign 
corporations in which the U.S. person holds 
stock. The main anti-deferral regimes are 
the controlled foreign corporation rules of 
subpart F (sections 951–964), the passive for-
eign investment company rules (sections 
1291–1298), and the foreign personal holding 
company rules (sections 551–558). 

As a general rule, there is allowed as a de-
duction all interest paid or accrued within 
the taxable year with respect to indebted-
ness, including the aggregate daily portions 
of original issue discount (‘‘OID’’) of the 
issuer for the days during such taxable year. 

However, if a debt instrument is held by a re-
lated foreign person, any portion of such OID 
is not allowable as a deduction to the payor 
of such instrument until paid (‘‘related-for-
eign-person rule’’). This related-foreign-per-
son rule does not apply to the extent that 
the OID is effectively connected with the 
conduct by such foreign related person of a 
trade or business within the United States 
(unless such OID is exempt from taxation or 
is subject to a reduced rate of taxation under 
a treaty obligation). Treasury regulations 
further modify the related-foreign-person 
rule by providing that in the case of a debt 
owed to a foreign personal holding company 
(‘‘FPHC’’), controlled foreign corporation 
(‘‘CFC’’) or passive foreign investment com-
pany (‘‘PFIC’’), a deduction is allowed for 
OID as of the day on which the amount is in-
cludible in the income of the FPHC, CFC or 
PFIC, respectively. 

In the case of unpaid stated interest and 
expenses of related persons, where, by reason 
of a payee’s method of accounting, an 
amount is not includible in the payee’s gross 
income until it is paid but the unpaid 
amounts are deductible currently by the 
payor, the amount generally is allowable as 
a deduction when such amount is includible 
in the gross income of the payee. With re-
spect to stated interest and other expenses 
owed to related foreign corporations, Treas-
ury regulations provide a general rule that 
requires a taxpayer to use the cash method 
of accounting with respect to the deduction 
of amounts owed to such related foreign per-
sons (with an exception for income of a re-
lated foreign person that is effectively con-
nected with the conduct of a U.S. trade or 
business and that is not exempt from tax-
ation or subject to a reduced rate of taxation 
under a treaty obligation). As in the case of 
OID, the Treasury regulations additionally 
provide that in the case of states interest 
owed to a FPHC, CFC, or PFIC, a deduction 
is allowed as of the day on which the amount 
is includible in the income of the FPHC, CFC 
or PFIC. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment generally provides 

that deductions for amounts accrued but un-
paid (whether by U.S. or foreign persons) to 
related FPHCs, CFCs, or PFICs are allowable 
only to the extent that the amounts accrued 
by the payor are, for U.S. tax purposes, cur-
rently included in the income of the direct or 
indirect U.S. owners of the related foreign 
person. Deductions that have accrued but are 
not allowable under this provision are al-
lowed when the amounts are paid. 

Effective date.—The Senate amendment 
provision is effective for payments accrued 
on or after May 8, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
8. Sale of gasoline and diesel fuel at duty-

free sales enterprises (Sec. 349 of the Sen-
ate amendment) 

PRESENT LAW 
A duty-free sales enterprise that meets 

certain conditions may sell and deliver for 
export from the customs territory of the 
United States duty-free merchandise. Duty-
free merchandise is merchandise sold by a 
duty-free sales enterprise on which neither 
federal duty nor federal tax has been as-
sessed pending exportation from the customs 
territory of the United States. The duty-free 
statute does not contain any limitation on 
what goods may qualify for duty-free treat-
ment. 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment amends Section 

555(b) of the Tariff Act of 1930 (19 U.S.C. 
1555(b)) to provide that gasoline or diesel fuel 
sold at duty-free enterprises shall be consid-
ered to entered for consumption into the 
United States and thus ineligible for classi-
fication as duty-free merchandise. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
9. Repeal of earned income exclusion for citi-

zens or residents living abroad (sec. 350 of 
the Senate amendment and sec. 911 of the 
Code) 

PRESENT LAW 
U.S. citizens generally are subject to U.S. 

income tax on all their income, whether de-
rived in the United States or elsewhere. A 
U.S. citizen who earns income in a foreign 
country also may be taxed on such income 
by that foreign country. However, the United 
States generally cedes the primary right to 
tax income derived by a U.S. citizen from 
sources outside the United States to the for-
eign country where such income is derived. 
Accordingly, a credit against the U.S. in-
come tax imposed on foreign source taxable 
income is provided for foreign taxes paid on 
that income. 

U.S. citizens living abroad may be eligible 
to exclude from their income for U.S. tax 
purposes certain foreign earned income and 
foreign housing costs. In order to qualify for 
these exclusions, a U.S. citizen must be ei-
ther: (1) a bona fide resident of a foreign 
country for an uninterrupted period that in-
cludes an entire taxable year; or (2) present 
overseas for 330 days out of any 12-consecu-
tive-month period. In addition, the taxpayer 
must have his or her tax home in a foreign 
country. 

The exclusion for foreign earned income 
generally applies to income earned from 
sources outside the United States as com-
pensation for personal services actually ren-
dered by the taxpayer. The maximum exclu-
sion for foreign earned income for a taxable 
year is $80,000 (for 2002 and thereafter). For 
taxable years beginning after 2007, the max-
imum exclusion amount is indexed for infla-
tion. 

The exclusion for housing costs applies to 
reasonable expenses, other than deductible 
interest and taxes, paid or incurred by or on 
behalf of the taxpayer for housing for the 
taxpayer and his or her spouse and depend-
ents in a foreign country. The exclusion 
amount for housing costs for a taxable year 
is equal to the excess of such housing costs 
for the taxable year over an amount com-
puted pursuant to a specified formula. In the 
case of housing costs that are not paid or re-
imbursed by the taxpayer’s employer, the 
amount that would be excludible is treated 
instead as a deduction. 

The combined earned income exclusion and 
housing cost exclusion may not exceed the 
taxpayer’s total foreign earned income. The 
taxpayer’s foreign tax credit is reduced by 
the amount of such credit that is attrib-
utable to excluded income. 

Special exclusions apply in the case of tax-
payers who reside in one of the U.S. posses-
sions. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The exclusion for foreign earned income 

and the exclusion or deduction for housing 
expenses is repealed. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2003. 
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245 An Act to provide that members of the Armed 
Forces performing services for the peacekeeping ef-
forts in Bosnia and Herzegovina, Croatia, and Mac-
edonia shall be entitled to tax benefits in the same 
manner as if such services were performed in a com-
bat zone, and for other purposes (March 20, 1996). 

246 These user fees were originally enacted in sec-
tion 10511 of the Revenue Act of 1987 (Pub. Law No. 
100–203, December 22, 1987). 

247 The provision also moves into the Code the user 
fee provision relating to pension plans that was en-
acted in section 620 of the Economic Growth and Tax 
Relief Reconciliation Act of 2001 (Pub. L. 107–16, 
June 7, 2001). 

248 Sec. 4131. 

249 Sec. 721. 
250 Sec. 723. 
251 Sec. 722. 
252 Sec. 704(c)(1)(A). 
253 Where there is an insufficient amount of an 

item to allocate to the noncontributing partners, 
Treasury regulations allow for reasonable alloca-
tions to remedy this insufficiency. Treas. Reg. sec. 
1–704(c) and (d). 

254 Treas. Reg. 1.704–3(a)(7). 
255 Sec. 743(a). 
256 256 Sec. 743(b). 

257 Sec. 731(a) and (b). 
258 Sec. 732(b). 
259 Sec. 732(a). 
260 Sec. 734(a). 
261 Sec. 734(b).
262 It is intended that a corporation succeeding to 

attributes of the contributing corporate partner 
under section 381 shall be treated in the same man-
ner as the contributing partner. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
E. Other Revenue Provisions 

1. Extension of IRS user fees (sec. 351 of the 
Senate amendment and new sec. 7529 of 
the Code) 

PRESENT LAW 
The IRS provides written responses to 

questions of individuals, corporations, and 
organizations relating to their tax status or 
the effects of particular transactions for tax 
purposes. The IRS generally charges a fee for 
requests for a letter ruling, determination 
letter, opinion letter, or other similar ruling 
or determination. Public Law 104–117 245 ex-
tended the statutory authorization for these 
user fees 246 through September 30, 2003. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the statu-

tory authorization for these user fees 
through September 30, 2013. The Senate 
amendment also moves the statutory au-
thorization for these fees into the Code.247 

Effective date.—The Senate amendment 
provision, including moving the statutory 
authorization for these fees into the Code 
and repealing the off-Code statutory author-
ization for these fees, is effective for re-
quests made after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Add vaccines against hepatitis A to the 

list of taxable vaccines (sec. 352 of the 
Senate amendment and sec. 4132 of the 
Code) 

PRESENT LAW 
A manufacturer’s excise tax is imposed at 

the rate of 75 cents per dose 248 on the fol-
lowing vaccines routinely recommended for 
administration to children: diphtheria, per-
tussis, tetanus, measles, mumps, rubella, 
polio, HIB (haemophilus influenza type B), 
hepatitis B, varicella (chicken pox), 
rotavirus gastroenteritis, and streptococcus 
pneumoniae. The tax applied to any vaccine 
that is a combination of vaccine components 
equals 75 cents times the number of compo-
nents in the combined vaccine. 

Amounts equal to net revenues from this 
excise tax are deposited in the Vaccine In-
jury Compensation Trust Fund to finance 
compensation awards under the Federal Vac-
cine Injury Compensation Program for indi-
viduals who suffer certain injuries following 
administration of the taxable vaccines. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment adds any vaccine 

against hepatitis A to the list of taxable vac-
cines. The Senate amendment also makes a 
conforming amendment to the trust fund ex-
penditure purposes. 

Effective date.—The Senate amendment 
provision is effective for vaccines sold begin-

ning on the first day of the first month be-
ginning more than four weeks after the date 
of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
3. Disallowance of certain partnership loss 

transfers (sec. 353 of the Senate Amend-
ment and secs. 704, 734, and 743 of the 
Code) 

PRESENT LAW 
Contributions of property 

Under present law, if a partner contributes 
property to a partnership, no gain or loss 
generally is recognized to the contributing 
partner at the time of contribution.249 The 
partnership takes the property at an ad-
justed basis equal to the contributing part-
ner’s adjusted basis in the property.250 The 
contributing partner increases its basis in its 
partnership interest by the adjusted basis of 
the contributed property.251 Any items of 
partnership income, gain, loss, and deduction 
with respect to the contributed property is 
allocated among the partners to take into 
account any built-in gain or loss at the time 
of the contribution.252 This rule is intended 
to prevent the transfer of built-in gain or 
loss from the contributing partner to the 
other partners by generally allocating items 
to the noncontributing partners based on the 
value of their contributions and by allo-
cating to the contributing partner the re-
mainder of each item.253 

If the contributing partner transfers its 
partnership interest, the built-in gain or loss 
will be allocated to the transferee partner as 
it would have been allocated to the contrib-
uting partner.254 If the contributing part-
ner’s interest is liquidated, there is no spe-
cific guidance preventing the allocation of 
the built-in loss to the remaining partners. 
Thus, it appears that losses can be ‘‘trans-
ferred’’ to other partners where the contrib-
uting partner no longer remains a partner. 
Transfers of partnership interests 

Under present law, a partnership does not 
adjust the basis of partnership property fol-
lowing the transfer of a partnership interest 
unless the partnership has made a one-time 
election under section 754 to make basis ad-
justments.255 If an election is in effect, ad-
justments are made with respect to the 
transferee partner in order to account for 
the difference between the transferee part-
ner’s proportionate share of the adjusted 
basis of the partnership property and the 
transferee’s basis in its partnership inter-
est.256 These adjustments are intended to ad-
just the basis of partnership property to ap-
proximate the result of a direct purchase of 
the property by the transferee partner. 
Under these rules, if a partner purchases an 
interest in a partnership with an existing 
built-in loss and no election under section 
754 in effect, the transferee partner may be 
allocated a share of the loss when the part-
nership disposes of the property (or depre-
ciates the property). 
Distributions of partnership property 

With certain exceptions, partners may re-
ceive distributions of certain partnership 
property without recognition of gain or loss 

by either the partner or the partnership.257 
In the case of a distribution in liquidation of 
a partner’s interest, the basis of the property 
distributed in the liquidation is equal to the 
partner’s adjusted basis in its partnership in-
terest (reduced by any money distributed in 
the transaction).258 In a distribution other 
than in liquidation of a partner’s interest, 
the distributee partner’s basis in the distrib-
uted property is equal to the partnership’s 
adjusted basis in the property immediately 
before the distribution, but not to exceed the 
partner’s adjusted basis in the partnership 
interest (reduced by any money distributed 
in the same transaction).259 

Adjustments to the basis of the partner-
ship’s undistributed properties are not re-
quired unless the partnership has made the 
election under section 754 to make basis ad-
justments.260 If an election is in effect under 
section 754, adjustments are made by a part-
nership to increase or decrease the remain-
ing partnership assets to reflect any increase 
or decrease in the adjusted basis of the dis-
tributed properties in the hands of the dis-
tributee partner (or gain or loss recognized 
by the disributee partner).261 To the extent 
the adjusted basis of the distributed prop-
erties increases (or loss is recognized), the 
partnership’s adjusted basis in its properties 
is decreased by a like amount; likewise, to 
the extent the adjusted basis of the distrib-
uted properties decrease (or gain is recog-
nized), the partnership’s adjusted basis in its 
properties is increased by a like amount. 
Under these rules, a partnership with no 
election in effect under section 754 may dis-
tribute property with an adjusted basis lower 
than the distributee partner’s proportionate 
share of the adjusted basis of all partnership 
property and leave the remaining partners 
with a smaller net built-in gain or a larger 
net built-in loss than before the distribution. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Contributions of property 

Under the Senate amendment, a built-in 
loss may be taken into account only by the 
contributing partner and not by other part-
ners. Except as provided in regulations, in 
determining the amount of items allocated 
to partners other than the contributing part-
ner, the basis of the contributed property is 
treated as the fair market value on the date 
of contribution. Thus, if the contributing 
partner’s partnership interest is transferred 
or liquidated, the partnership’s adjusted 
basis in the property is based on its fair mar-
ket value at the date of contribution, and 
the built-in loss will be eliminated.262 
Transfers of partnership interests 

The Senate amendment provides that the 
basis adjustment rules under section 743 are 
mandatory in the case of the transfer of a 
partnership interest with respect to which 
there is a substantial built-in loss (rather 
than being elective as under present law). 
For this purpose, a substantial built-in loss 
exists if the transferee partner’s propor-
tionate share of the adjusted basis of the 
partnership property exceeds by more than 
$250,000 the transferee partner’s basis in the 
partnership interest. 

Thus, for example, assume that partner A 
sells his partnership interest to B for its fair 
market value of $1 million. Also assume that 
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263 Helvering v. Horst, 311 U.S. 112 (1940). 

264 Depending on the facts, the IRS also could de-
termine that a variety of other Code-based and com-
mon law-based authorities could apply to income 
stripping transactions, including: (1) sections 269, 
382, 446(b), 482, 701, or 704 and the regulations there-
under; (2) authorities that recharacterize certain as-
signments or accelerations of future payments as 
financings; (3) business purpose, economic sub-
stance, and sham transaction doctrines; (4) the step 
transaction doctrine; and (5) the substance-over-
form doctrine. See Notice 95–53, 1995–2 C.B. 334 (ac-
counting for lease strips and other stripping trans-
actions). 

265 However, in Estate of Stranahan v. Commissioner, 
472 F.2d 867 (6th Cir. 1973), the court held that where 
a taxpayer sold an interest in stock dividends, with 
no personal obligation to produce the income sup-
porting the dividends, the transaction was treated 
as a sale of an income interest. 

266 Sec. 1286. 
267 Sec. 1286(e). 
268 Sec. 1286(a). 
269 Sec. 1286(b). Similar rules apply in the case of 

any person whose basis in any bond or coupon is de-
termined by reference to the basis in the hands of a 
person who strips the bond. 

270 Special rules are provided with respect to strip-
ping transactions involving tax-exempt obligations 
that treat OID (computed under the stripping rules) 
in excess of OID computed on the basis of the bond’s 
coupon rate (or higher rate if originally issued at a 
discount) as income from a non-tax-exempt debt in-
strument (sec. 1286(d)). 

271 Sec. 305(e)(5). 
272 Sec. 305(e)(1). 
273 Sec. 305(e)(3). 
274 2002–43 I.R.B. 753. 
275 2002–9 I.R.B. 572. 

B’s proportionate share of the adjusted basis 
of the partnership assets is $1.3 million. 
Under the bill, section 743(b) applies, so that 
a $300,000 decrease is required to the adjusted 
basis of the partnership assets with respect 
to B. As a result, B would recognize no gain 
or loss if the partnership immediately sold 
all its assets for their fair market values. 

Distribution of partnership property 

The Senate amendment provides that a 
basis adjustment under section 734(b) is re-
quired in the case of a distribution with re-
spect to which there is a substantial basis re-
duction. A substantial basis reduction means 
a downward adjustment of more than $250,000 
that would be made to the basis of partner-
ship assets if a section 754 election were in 
effect. 

Thus, for example, assume that A and B 
each contributed $2.5 million to a newly 
formed partnership and C contributed $5 mil-
lion, and that the partnership purchased 
LMN stock for $3 million and XYZ stock for 
$7 million. Assume that the value of each 
stock declined to $1 million. Assume LMN 
stock is distributed to C in liquidation of its 
partnership interest. Under present law, the 
basis of LMN stock in C’s hands is $5 million. 
Under present law, C would recognize a loss 
of $4 million if the LMN stock were sold for 
$1 million. 

Under the Senate amendment, however, 
there is a substantial basis adjustment be-
cause the $2 million increase in the adjusted 
basis of LMN stock (sec. 734(b)(2)(B)) is 
greater than $250,000. Thus, the partnership 
is required to decrease the basis of XYZ 
stock (under section 734(b)(2)) by $2 million 
(the amount by which the basis LMN stock 
was increased), leaving a basis of $5 million. 
If the XYZ stock were then sold by the part-
nership for $1 million, A and B would each 
recognize a loss of $2 million. 

Effective date.—The provision applies to 
contributions, transfers, and distributions 
(as the case may be) after the date of enact-
ment. 

CONFERENCE AGREEMENT 

The conference agreement does not contain 
the provision in the Senate amendment. 

4. Treatment of stripped bonds to apply to 
stripped interests in bond and preferred 
stock funds (sec. 354 of the Senate 
amendment and secs. 305 and 1286 of the 
Code) 

PRESENT LAW 

Assignment of income in general 

In general, an ‘‘income stripping’’ trans-
action involves a transaction in which the 
right to receive future income from income-
producing property is separated from the 
property itself. In such transactions, it may 
be possible to generate artificial losses from 
the disposition of certain property or to 
defer the recognition of taxable income asso-
ciated with such property. 

Common law has developed a rule (referred 
to as the ‘‘assignment of income’’ doctrine) 
that income may not be transferred without 
also transferring the underlying property. A 
leading judicial decision relating to the as-
signment of income doctrine involved a case 
in which a taxpayer made a gift of detach-
able interest coupons before their due date 
while retaining the bearer bond. The U.S. 
Supreme Court ruled that the donor was tax-
able on the entire amount of interest when 
paid to the donee on the grounds that the 
transferor had ‘‘assigned’’ to the donee the 
right to receive the income.263 

In addition to general common law assign-
ment of income principles, specific statutory 
rules have been enacted to address certain 

specific types of stripping transactions, such 
as transactions involving stripped bonds and 
stripped preferred stock (which are discussed 
below).264 However, there are no specific stat-
utory rules that address stripping trans-
actions with respect to common stock or 
other equity interests (other than preferred 
stock).265 
Stripped bonds 

Special rules are provided with respect to 
the purchaser and ‘‘stripper’’ of stripped 
bonds.266 A ‘‘stripped bond’’ is defined as a 
debt instrument in which there has been a 
separation in ownership between the under-
lying debt instrument and any interest cou-
pon that has not yet become payable.267 In 
general, upon the disposition of either the 
stripped bond or the detached interest cou-
pons, the retained portion and the portion 
that is disposed of each is treated as a new 
bond that is purchased at a discount and is 
payable at a fixed amount on a future date. 
Accordingly, section 1286 treats both the 
stripped bond and the detached interest cou-
pons as individual bonds that are newly 
issued with original issue discount (‘‘OID’’) 
on the date of disposition. Consequently, sec-
tion 1286 effectively subjects the stripped 
bond and the detached interest coupons to 
the general OID periodic income inclusion 
rules. 

A taxpayer who purchases a stripped bond 
or one or more stripped coupons is treated as 
holding a new bond that is issued on the pur-
chase date with OID in an amount that is 
equal to the excess of the stated redemption 
price at maturity (or in the case of a coupon, 
the amount payable on the due date) over 
the ratable share of the purchase price of the 
stripped bond or coupon, determined on the 
basis of the respective fair market values of 
the stripped bond and coupons on the pur-
chase date.268 The OID on the stripped bond 
or coupon is includible in gross income under 
the general OID periodic income inclusion 
rules. 

A taxpayer who strips a bond and disposes 
of either the stripped bond or one or more 
stripped coupons must allocate his basis, im-
mediately before the disposition, in the bond 
(with the coupons attached) between the re-
tained and disposed items.269 Special rules 
apply to require that interest or market dis-
count accrued on the bond prior to such dis-
position must be included in the taxpayer’s 
gross income (to the extent that it had not 
been previously included in income) at the 
time the stripping occurs, and the taxpayer 
increases his basis in the bond by the 
amount of such accrued interest or market 
discount. The adjusted basis (as increased by 
any accrued interest or market discount) is 
then allocated between the stripped bond and 

the stripped interest coupons in relation to 
their respective fair market values. Amounts 
realized from the sale of stripped coupons or 
bonds constitute income to the taxpayer 
only to the extent such amounts exceed the 
basis allocated to the stripped coupons or 
bond. With respect to retained items (either 
the detached coupons or stripped bond), to 
the extent that the price payable on matu-
rity, or on the due date of the coupons, ex-
ceeds the portion of the taxpayer’s basis al-
locable to such retained items, the difference 
is treated as OID that is required to be in-
cluded under the general OID periodic in-
come inclusion rules.270 
Stripped preferred stock 

‘‘Stripped preferred stock’’ is defined as 
preferred stock in which there has been a 
separation in ownership between such stock 
and any dividend on such stock that has not 
become payable.271 A taxpayer who purchases 
stripped preferred stock is required to in-
clude in gross income, as ordinary income, 
the amounts that would have been includible 
if the stripped preferred stock was a bond 
issued on the purchase date with OID equal 
to the excess of the redemption price of the 
stock over the purchase price.272 This treat-
ment is extended to any taxpayer whose 
basis in the stock is determined by reference 
to the basis in the hands of the purchaser. A 
taxpayer who strips and disposes the future 
dividends is treated as having purchased the 
stripped preferred stock on the date of such 
disposition for a purchase price equal to the 
taxpayer’s adjusted basis in the stripped pre-
ferred stock.273 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment authorizes the 

Treasury Department to promulgate regula-
tions that, in appropriate cases, apply rules 
that are similar to the present-law rules for 
stripped bonds and stripped preferred stock 
to direct or indirect interests in an entity or 
account substantially all of the assets of 
which consist of bonds (as defined in section 
1286(e)(1)), preferred stock (as defined in sec-
tion 305(e)(5)(B)), or any combination there-
of. The Senate amendment applies only to 
cases in which the present-law rules for 
stripped bonds and stripped preferred stock 
do not already apply to such interests.

For example, such Treasury regulations 
could apply to a transaction in which a per-
son effectively strips future dividends from 
shares in a money market mutual fund (and 
disposes either the stripped shares or 
stripped future dividends) by contributing 
the shares (with the future dividends) to a 
custodial account through which another 
person purchases rights to either the 
stripped shares or the stripped future divi-
dends. However, it is intended that Treasury 
regulations issued under the Senate amend-
ment would not apply to certain trans-
actions involving direct or indirect interests 
in an entity or account substantially all the 
assets of which consist of tax-exempt obliga-
tions (as defined in section 1275(a)(3)), such 
as a tax-exempt bond partnership described 
in Rev. Proc. 2002–68,274 modifying and 
superceding Rev. Proc. 2002–16.275 
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276 Sec. 901(k). 

277 Sec. 7801(a). 
278 GAO/GGD–97–129R Issues Affecting IRS’ Collec-

tion Pilot (July 18, 1997). 
279 TIRNO–03–H–0001 (February 14, 2003), at 

www.procurement.irs.treas.gov. The basic request 
for information is 104 pages, and there are 16 addi-
tional attachments.

280 31 U.S.C. sec. 3718. 
281 31 U.S.C. sec. 3718(f). 
282 See Office of Management and Budget, Budget 

of the United States Government, Fiscal Year 2004 
(H. Doc. 108–3, Vol. I), p. 274. 

283 There must be an assessment pursuant to sec-
tion 6201 in order for there to be an outstanding tax 
liability. 

284 The Senate amendment generally applies to any 
type of tax imposed under the Internal Revenue 
Code. It is anticipated that the focus in imple-
menting the provision will be: (a) taxpayers who 
have filed a return showing a balance due but who 
have failed to pay that balance in full; and (b) tax-
payers who have been assessed additional tax by the 
IRS and who have made several voluntary payments 
toward satisfying their obligation but have not paid 
in full. 

No inference is intended as to the treat-
ment under the present-law rules for 
stripped bonds and stripped preferred stock, 
or under any other provisions or doctrines of 
present law, of interests in an entity or ac-
count substantially all of the assets of which 
consist of bonds, preferred stock, or any 
combination thereof. The Treasury regula-
tions, when issued, would be applied prospec-
tively, except in cases to prevent abuse. 

Effective date.—The Senate amendment 
provision is effective for purchases and dis-
positions occurring after the date of enact-
ment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

5. Reporting of taxable mergers and acquisi-
tions (sec. 355 of the Senate amendment 
and new sec. 6043A of the Code) 

PRESENT LAW 

Under section 6045 and the regulations 
thereunder, brokers (defined to include stock 
transfer agents) are required to make infor-
mation returns and to provide corresponding 
payee statements as to sales made on behalf 
of their customers, subject to the penalty 
provisions of sections 6721–6724. Under the 
regulations issued under section 6045, this re-
quirement generally does not apply with re-
spect to taxable transactions other than ex-
changes for cash (e.g., stock inversion trans-
actions taxable to shareholders by reason of 
section 367(a)). 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment, if gain or 
loss is recognized in whole or in part by 
shareholders of a corporation by reason of a 
second corporation’s acquisition of the stock 
or assets of the first corporation, then the 
acquiring corporation (or the acquired cor-
poration, if so prescribed by the Treasury 
Secretary) is required to make a return con-
taining: 

(1) A description of the transaction; 
(2) The name and address of each share-

holder of the acquired corporation that rec-
ognizes gain as a result of the transaction 
(or would recognize gain, if there was a built-
in gain on the shareholder’s shares); 

(3) The amount of money and the value of 
stock or other consideration paid to each 
shareholder described above; and 

(4) Such other information as the Treasury 
Secretary may prescribe. 

Alternatively, a stock transfer agent who 
records transfers of stock in such trans-
action may make the return described above 
in lieu of the second corporation. 

In addition, every person required to make 
a return described above is required to fur-
nish to each shareholder whose name is re-
quired to be set forth in such return a writ-
ten statement showing: 

(1) The name, address, and phone number 
of the information contact of the person re-
quired to make such return; 

(2) The information required to be shown 
on that return; and 

(3) Such other information as the Treasury 
Secretary may prescribe. 

This written statement is required to be 
furnished to the shareholder on or before 
January 31 of the year following the calendar 
year during which the transaction occurred. 

The present-law penalties for failure to 
comply with information reporting require-
ments are extended to failures to comply 
with the requirements set forth under this 
proposal. 

Effective date.—The Senate amendment 
provision is effective for acquisitions after 
the date of enactment of the proposal. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
6. Minimum holding period for foreign tax 

credit with respect to withholding taxes 
on income other than dividends (sec. 356 
of the Senate amendment and sec. 901 of 
the Code) 

PRESENT LAW 
In general, U.S. persons may credit foreign 

taxes against U.S. tax on foreign-source in-
come. The amount of foreign tax credits that 
may be claimed in a year is subject to a limi-
tation that prevents taxpayers from using 
foreign tax credits to offset U.S. tax on U.S.-
source income. Separate limitations are ap-
plied to specific categories of income. 

Present law denies a U.S. shareholder the 
foreign tax credits normally available with 
respect to a dividend from a corporation or a 
regulated investment company (‘‘RIC’’) if 
the shareholder has not held the stock for 
more than 15 days (within a 30-day testing 
period) in the case of common stock or more 
than 45 days (within a 90-day testing period) 
in the case of preferred stock.276 The dis-
allowance applies both to foreign tax credits 
for foreign withholding taxes that are paid 
on the dividend where the dividend-paying 
stock is held for less than these holding peri-
ods, and to indirect foreign tax credits for 
taxes paid by a lower-tier foreign corpora-
tion or a RIC where any of the required 
stock in the chain of ownership is held for 
less than these holding periods. Periods dur-
ing which a taxpayer is protected from risk 
of loss (e.g., by purchasing a put option or 
entering into a short sale with respect to the 
stock) generally are not counted toward the 
holding period requirement. In the case of a 
bona fide contract to sell stock, a special 
rule applies for purposes of indirect foreign 
tax credits. The disallowance does not apply 
to foreign tax credits with respect to certain 
dividends received by active dealers in secu-
rities. If a taxpayer is denied foreign tax 
credits because the applicable holding period 
is not satisfied, the taxpayer is entitled to a 
deduction for the foreign taxes for which the 
credit is disallowed. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment expands the 

present-law disallowance of foreign tax cred-
its to include credits for gross-basis foreign 
withholding taxes with respect to any item 
of income or gain from property if the tax-
payer who receives the income or gain has 
not held the property for more than 15 days 
(within a 30-day testing period), exclusive of 
periods during which the taxpayer is pro-
tected from risk of loss. The Senate amend-
ment does not apply to foreign tax credits 
that are subject to the present-law disallow-
ance with respect to dividends. The Senate 
amendment also does not apply to certain in-
come or gain that is received with respect to 
property held by active dealers. Rules simi-
lar to the present-law disallowance for for-
eign tax credits with respect to dividends 
apply to foreign tax credits that are subject 
to the Senate amendment. In addition, the 
Senate amendment authorizes the Treasury 
Department to issue regulations providing 
that the Senate amendment does not apply 
in appropriate cases. 

Effective date.—The Senate amendment 
provision is effective for amounts that are 
paid or accrued more than 30 days after the 
date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 

7. Qualified tax collection contracts (sec. 357 
of the Senate amendment and new sec. 
6306 of the Code) 

PRESENT LAW 

In fiscal years 1996 and 1997, the Congress 
earmarked $13 million for IRS to test the use 
of private debt collection companies. There 
were several constraints on this pilot 
project. First, because both IRS and OMB 
considered the collection of taxes to be an 
inherently governmental function, only gov-
ernment employees were permitted to col-
lect the taxes.277 The private debt collection 
companies were utilized to assist the IRS in 
locating and contacting taxpayers, remind-
ing them of their outstanding tax liability, 
and suggesting payment options. If the tax-
payer agreed at that point to make a pay-
ment, the taxpayer was transferred from the 
private debt collection company to the IRS. 
Second, the private debt collection compa-
nies were paid a flat fee for services ren-
dered; the amount that was ultimately col-
lected by the IRS was not taken into ac-
count in the payment mechanism. 

The pilot program was discontinued be-
cause of disappointing results. GAO re-
ported 278 that IRS collected $3.1 million at-
tributable to the private debt collection 
company efforts; expenses were also $3.1 mil-
lion. In addition, there were lost opportunity 
costs of $17 million to the IRS because col-
lection personnel were diverted from their 
usual collection responsibilities to work on 
the pilot. 

The IRS has in the last several years ex-
pressed renewed interest in the possible use 
of private debt collection companies; for ex-
ample, IRS recently revised its extensive Re-
quest for Information concerning its possible 
use of private debt collection companies.279 

In general, Federal agencies are permitted 
to enter into contracts with private debt col-
lection companies for collection services to 
recover indebtedness owed to the United 
States.280 That provision does not apply to 
the collection of debts under the Internal 
Revenue Code.281 

On February 3, 2003, the President sub-
mitted to the Congress his fiscal year 2004 
budget proposal,282 which proposed the use of 
private debt collection companies to collect 
Federal tax debts. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment permits the IRS to 
use private debt collection companies to lo-
cate and contact taxpayers owing out-
standing tax liabilities 283 of any type 284 and 
to arrange payment of those taxes by the 
taxpayers. Several steps are involved. First, 
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285 Several portions of the provision require that 
the IRS disclose confidential taxpayer information 
to the private debt collection company. Section 
6103(n) permits disclosure for ‘‘the providing of other 
services * * * for purposes of tax administration.’’ 
Accordingly, no amendment to 6103 is necessary to 
implement the provision. It is intended, however, 
that the IRS vigorously protect the privacy of con-
fidential taxpayer information by disclosing the 
least amount of information possible to contractors 
consistent with the effective operation of the provi-
sion. 

286 The private debt collection company is not per-
mitted to accept payment directly. Payments are 
required to be processed by IRS employees. 

287 It is assumed that there will be competitive bid-
ding for these contracts by private sector tax collec-
tion agencies and that vigorous bidding will drive 
the overhead costs down. 

the private debt collection company con-
tacts the taxpayer by letter.285 If the tax-
payer’s last known address is incorrect, the 
private debt collection company searches for 
the correct address. The private debt collec-
tion company is not permitted to contact ei-
ther individuals or employers to locate a 
taxpayer. Second, the private debt collection 
company telephones the taxpayer to request 
full payment.286 If the taxpayer cannot pay 
in full immediately, the private debt collec-
tion company offers the taxpayer an install-
ment agreement providing for full payment 
of the taxes over a period of as long as three 
years. If the taxpayer is unable to pay the 
outstanding tax liability in full over a three-
year period, the private debt collection com-
pany obtains financial information from the 
taxpayer and will provide this information 
to the IRS for further processing and action 
by the IRS. 

The Senate amendment specifies several 
procedural conditions under which the provi-
sion would operate. First, provisions of the 
Fair Debt Collection Practices Act apply to 
the private debt collection company. Second, 
taxpayer protections that are statutorily ap-
plicable to the IRS are also made statutorily 
applicable to the private sector debt collec-
tion companies. Third, the private sector 
debt collection companies are required to in-
form taxpayers of the availability of assist-
ance from the Taxpayer Advocate. 

The Senate amendment provides that the 
United States shall not be liable for any act 
or omission of any person performing serv-
ices under a qualified debt collection con-
tract. This is designed to encourage these 
persons to protect taxpayers’ rights to the 
maximum extent possible, since they and 
their employers will be liable for violations; 
they will not be able to transfer liability for 
violations to the United States, which might 
cause them to be more lax in preventing vio-
lations. 

The Senate amendment creates a revolving 
fund from the amounts collected by the pri-
vate debt collection companies. The private 
debt collection companies would be paid out 
of this fund. The provision prohibits the pay-
ment of fees for all services in excess of 25 
percent of the amount collected under a tax 
collection contract.287 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

8. Extension of customs user fees (sec. 358 of 
the Senate amendment) 

PRESENT LAW 

Section 13031 of the Consolidated Omnibus 
Budget Reconciliation Act of 1985 (COBRA) 
(P.L. 99–272), authorized the Secretary of the 
Treasury to collect certain service fees. Sec-
tion 412 (P.L 107–296) of the Homeland Secu-
rity Act of 2002 authorized the Secretary of 

the Treasury to delegate such authority to 
the Secretary of Homeland Security. Pro-
vided for under 19 U.S.C. 58c, these fees in-
clude: processing fees for air and sea pas-
sengers, commercial trucks, rail cars, pri-
vate aircraft and vessels, commercial ves-
sels, dutiable mail packages, barges and bulk 
carriers, merchandise, and Customs broker 
permits. COBRA was amended on several oc-
casions but most recently by P.L. 103–182 
which extended authorization for the collec-
tion of these fees through fiscal year 2003.

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment extends the fees 
authorized under the Consolidated Omnibus 
Budget Reconciliation Act of 1985 through 
December 31, 2013. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

9. Modify qualification rules for tax-exempt 
property and casualty insurance compa-
nies (sec. 359 of the Senate amendment 
and secs. 501 and 831 of the Code) 

PRESENT LAW 

A property and casualty insurance com-
pany is eligible to be exempt from Federal 
income tax if its net written premiums or di-
rect written premiums (whichever is greater) 
for the taxable year do not exceed $350,000 
(sec. 501(c)(15)). 

A property and casualty insurance com-
pany may elect to be taxed only on taxable 
investment income if its net written pre-
miums or direct written premiums (which-
ever is greater) for the taxable year exceed 
$350,000, but do not exceed $1.2 million (sec. 
831(b)). 

For purposes of determining the amount of 
a company’s net written premiums or direct 
written premiums under these rules, pre-
miums received by all members of a con-
trolled group of corporations of which the 
company is a part are taken into account. 
For this purpose, a more-than–50–percent 
threshhold applies under the vote and value 
requirements with respect to stock owner-
ship for determining a controlled group, and 
rules treating a life insurance company as 
part of a separate controlled group or as an 
excluded member of a group do not apply 
(secs. 501(c)(15), 831(b)(2)(B) and 1563). 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment provision modifies 
the requirements for a property and casualty 
insurance company to be eligible for tax-ex-
empt status, and to elect to be taxed only on 
taxable investment income. 

Under the Senate amendment provision, a 
property and casualty insurance company is 
eligible to be exempt from Federal income 
tax if (a) its gross receipts for the taxable 
year do not exceed $600,000, and (b) the pre-
miums received for the taxable year are 
greater than 50 percent of the gross receipts. 
For purposes of determining gross receipts, 
the gross receipts of all members of a con-
trolled group of corporations of which the 
company is a part are taken into account. 
The provision expands the present-law con-
trolled group rule so that it also takes into 
account gross receipts of foreign and tax-ex-
empt corporations. 

The Senate amendment provision also pro-
vides that a property and casualty insurance 
company may elect to be taxed only on tax-
able investment income if its net written 

premiums or direct written premiums 
(whichever is greater) do not exceed $1.2 mil-
lion (without regard to whether such pre-
miums exceed $350,000) (sec. 831(b)). The pro-
vision retains the present-law rule that, for 
purposes of determining the amount of a 
company’s net written premiums or direct 
written premiums under this rule, premiums 
received by all members of a controlled 
group of corporations of which the company 
is a part are taken into account. 

No inference is intended that any company 
that is not an insurance company (i.e., any 
company that is not a company whose pri-
mary and predominant business activity dur-
ing the taxable year is the issuing of insur-
ance or annuity contracts or the reinsuring 
of risks underwritten by insurance compa-
nies) can be eligible for tax-exempt status 
under present-law section 501(c)(15), or under 
the provision. It is intended that IRS en-
forcement activities address the misuse of 
present-law section 501(c)(15). 

Further, it is not intended that the provi-
sion permitting a property and casualty in-
surance company to elect to be taxed only on 
taxable investment income become an area 
of abuse. While the bill retains the eligibility 
test based on premiums (rather than gross 
receipts), it is intended that regulations or 
other Treasury guidance provide for anti-
abuse rules so as to prevent improper use of 
the provision, including by characterizing as 
premiums income that is other than pre-
mium income. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
10. Authorize IRS to enter into installment 

agreements that provide for partial pay-
ment (sec. 360 of the Senate amendment 
and sec. 6159 of the Code) 

PRESENT LAW 
The Code authorizes the IRS to enter into 

written agreements with any taxpayer under 
which the taxpayer is allowed to pay taxes 
owed, as well as interest and penalties, in in-
stallment payments if the IRS determines 
that doing so will facilitate collection of the 
amounts owed (sec. 6159). An installment 
agreement does not reduce the amount of 
taxes, interest, or penalties owed. Generally, 
during the period installment payments are 
being made, other IRS enforcement actions 
(such as levies or seizures) with respect to 
the taxes included in that agreement are 
held in abeyance.

Prior to 1998, the IRS administratively en-
tered into installment agreements that pro-
vided for partial payment (rather than full 
payment) of the total amount owed over the 
period of the agreement. In that year, the 
IRS Chief Counsel issued a memorandum 
concluding that partial payment installment 
agreements were not permitted. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision clarifies 

that the IRS is authorized to enter into in-
stallment agreements with taxpayers that do 
not provide for full payment of the tax-
payer’s liability over the life of the agree-
ment. The Senate amendment provision also 
requires the IRS to review partial payment 
installment agreements at least every two 
years. The primary purpose of this review is 
to determine whether the financial condition 
of the taxpayer has significantly changed so 
as to warrant an increase in the value of the 
payments being made. 

Effective date.—The Senate amendment 
provision is effective for installment agree-
ments entered into on or after the date of en-
actment. 
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288 Sec. 197. 
289 Sec. 197(e)(6). 
290 P.D.B. Sports, Ltd. v. Comm., 109 T.C. 423 (1997). 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

11. Extend intangible amortization provi-
sions to sports franchises (sec. 361 of the 
Senate amendment and sec. 197 of the 
Code) 

PRESENT LAW 

The purchase price allocated to intangible 
assets (including franchise rights) acquired 
in connection with the acquisition of a trade 
or business generally must be capitalized and 
amortized over a 15–year period.288 These 
rules were enacted in 1993 to minimize dis-
putes regarding the proper treatment of ac-
quired intangible assets. The rules do not 
apply to a franchise to engage in professional 
sports and any intangible asset acquired in 
connection with such a franchise.289 How-
ever, other special rules apply to certain of 
these intangible assets. 

Under section 1056, when a franchise to 
conduct a sports enterprise is sold or ex-
changed, the basis of a player contract ac-
quired as part of the transaction is generally 
limited to the adjusted basis of such con-
tract in the hands of the transferor, in-
creased by the amount of gain, if any, recog-
nized by the transferor on the transfer of the 
contract. Moreover, not more than 50 per-
cent of the consideration from the trans-
action may be allocated to player contracts 
unless the transferee establishes to the satis-
faction of the Commissioner that a specific 
allocation in excess of 50 percent is proper. 
However, these basis rules may not apply if 
a sale or exchange of a franchise to conduct 
a sports enterprise is effected through a 
partnership.290 Basis allocated to the fran-
chise or to other valuable intangible assets 
acquired with the franchise may not be am-
ortizable if these assets lack a determinable 
useful life. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment extends the 15–
year recovery period for intangible assets to 
franchises to engage in professional sports 
and any intangible asset acquired in connec-
tion with such a franchise acquisitions of 
sports franchises (including player con-
tracts). Thus, the same rules for amortiza-
tion of intangibles that apply to other acqui-
sitions under present law will apply to acqui-
sitions of sports franchises. 

Effective date.—The Senate amendment 
provision is effective for acquisitions occur-
ring after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

12. Deposits made to suspend the running of 
interest on potential underpayments 
(sec. 362 of the Senate amendment and 
new sec. 6603 of the Code) 

PRESENT LAW 

Generally, interest on underpayments and 
overpayments continues to accrue during the 
period that a taxpayer and the IRS dispute a 
liability. The accrual of interest on an un-
derpayment is suspended if the IRS fails to 
notify an individual taxpayer in a timely 
manner, but interest will begin to accrue 
once the taxpayer is properly notified. No 
similar suspension is available for other tax-
payers. 

A taxpayer that wants to limit its expo-
sure to underpayment interest has a limited 
number of options. The taxpayer can con-

tinue to dispute the amount owed and risk 
paying a significant amount of interest. If 
the taxpayer continues to dispute the 
amount and ultimately loses, the taxpayer 
will be required to pay interest on the under-
payment from the original due date of the 
return until the date of payment. 

In order to avoid the accrual of under-
payment interest, the taxpayer may choose 
to pay the disputed amount and immediately 
file a claim for refund. Payment of the dis-
puted amount will prevent further interest 
from accruing if the taxpayer loses (since 
there is no longer any underpayment) and 
the taxpayer will earn interest on the result-
ant overpayment if the taxpayer wins. How-
ever, the taxpayer will generally lose access 
to the Tax Court if it follows this alter-
native. Amounts paid generally cannot be re-
covered by the taxpayer on demand, but 
must await final determination of the tax-
payer’s liability. Even if an overpayment is 
ultimately determined, overpaid amounts 
may not be refunded if they are eligible to be 
offset against other liabilities of the tax-
payer. 

The taxpayer may also make a deposit in 
the nature of a cash bond. The procedures for 
making a deposit in the nature of a cash 
bond are provided in Rev. Proc. 84–58. 

A deposit in the nature of a cash bond will 
stop the running of interest on an amount of 
underpayment equal to the deposit, but the 
deposit does not itself earn interest. A de-
posit in the nature of a cash bond is not a 
payment of tax and is not subject to a claim 
for credit or refund. A deposit in the nature 
of a cash bond may be made for all or part of 
the disputed liability and generally may be 
recovered by the taxpayer prior to a final de-
termination. However, a deposit in the na-
ture of a cash bond need not be refunded to 
the extent the Secretary determines that the 
assessment or collection of the tax deter-
mined would be in jeopardy, or that the de-
posit should be applied against another li-
ability of the taxpayer in the same manner 
as an overpayment of tax. If the taxpayer re-
covers the deposit prior to final determina-
tion and a deficiency is later determined, the 
taxpayer will not receive credit for the pe-
riod in which the funds were held as a de-
posit. The taxable year to which the deposit 
in the nature of a cash bond relates must be 
designated, but the taxpayer may request 
that the deposit be applied to a different 
year under certain circumstances. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
In general 

The Senate amendment allows a taxpayer 
to deposit cash with the IRS that the may 
subsequently be used to pay an under-
payment of income, gift, estate, generation-
skipping, or certain excise taxes. Interest 
will not be charged on the portion of the un-
derpayment that is paid by the deposited 
amount for the period the amount is on de-
posit. Generally, deposited amounts that 
have not been used to pay a tax may be with-
drawn at any time if the taxpayer so re-
quests in writing. The withdrawn amounts 
will earn interest at the applicable Federal 
rate to the extent they are attributable to a 
disputable tax. 

The Secretary may issue rules relating to 
the making, use, and return of the deposits. 
Use of a deposit to offset underpayments of tax 

Any amount on deposit may be used to pay 
an underpayment of tax that is ultimately 
assessed. If an underpayment is paid in this 
manner, the taxpayer will not be charged un-
derpayment interest on the portion of the 
underpayment that is so paid for the period 
the funds were on deposit. 

For example, assume a calendar year indi-
vidual taxpayer deposits $20,000 on May 15, 
2005, with respect to a disputable item on its 
2004 income tax return. On April 15, 2007, an 
examination of the taxpayer’s year 2004 in-
come tax return is completed, and the tax-
payer and the IRS agree that the taxable 
year 2004 taxes were underpaid by $25,000. 
The $20,000 on deposit is used to pay $20,000 of 
the underpayment, and the taxpayer also 
pays the remaining $5,000. In this case, the 
taxpayer will owe underpayment interest 
from April 15, 2005 (the original due date of 
the return) to the date of payment (April 15, 
2007) only with respect to the $5,000 of the 
underpayment that is not paid by the de-
posit. The taxpayer will owe underpayment 
interest on the remaining $20,000 of the un-
derpayment only from April 15, 2005, to May 
15, 2005, the date the $20,000 was deposited. 
Withdrawal of amounts 

A taxpayer may request the withdrawal of 
any amount of deposit at any time. The Sec-
retary must comply with the withdrawal re-
quest unless the amount has already been 
used to pay tax or the Secretary properly de-
termines that collection of tax is in jeop-
ardy. Interest will be paid on deposited 
amounts that are withdrawn at a rate equal 
to the short-term applicable Federal rate for 
the period from the date of deposit to a date 
not more than 30 days preceding the date of 
the check paying the withdrawal. Interest is 
not payable to the extent the deposit was not 
attributable to a disputable tax. 

For example, assume a calendar year indi-
vidual taxpayer receives a 30-day letter 
showing a deficiency of $20,000 for taxable 
year 2004 and deposits $20,000 on May 15, 2006. 
On April 15, 2007, an administrative appeal is 
completed, and the taxpayer and the IRS 
agree that the 2004 taxes were underpaid by 
$15,000. $15,000 of the deposit is used to pay 
the underpayment. In this case, the taxpayer 
will owe underpayment interest from April 
15, 2005 (the original due date of the return) 
to May 15, 2006, the date the $20,000 was de-
posited. Simultaneously with the use of the 
$15,000 to offset the underpayment, the tax-
payer requests the return of the remaining 
amount of the deposit (after reduction for 
the underpayment interest owed by the tax-
payer from April 15, 2005, to May 15, 2006). 
This amount must be returned to the tax-
payer with interest determined at the short-
term applicable Federal rate from the May 
15, 2006, to a date not more than 30 days pre-
ceding the date of the check repaying the de-
posit to the taxpayer. 
Limitation on amounts for which interest may 

be allowed 
Interest on a deposit that is returned to a 

taxpayer shall be allowed for any period only 
to the extent attributable to a disputable 
item for that period. A disputable item is 
any item for which the taxpayer 1) has a rea-
sonable basis for the treatment used on its 
return and 2) reasonably believes that the 
Secretary also has a reasonable basis for dis-
allowing the taxpayer’s treatment of such 
item. 

All items included in a 30-day letter to a 
taxpayer are deemed disputable for this pur-
pose. Thus, once a 30-day letter has been 
issued, the disputable amount cannot be less 
than the amount of the deficiency shown in 
the 30-day letter. A 30-day letter is the first 
letter of proposed deficiency that allows the 
taxpayer an opportunity for administrative 
review in the Internal Revenue Service Of-
fice of Appeals.
Deposits are not payments of tax 

A deposit is not a payment of tax prior to 
the time the deposited amount is used to pay 
a tax. Thus, the interest received on with-
drawn deposits will not be eligible for the 
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291 Charitable deductions are provided for income, 
estate, and gift tax purposes. Secs. 170, 2055, and 
2522, respectively. 

292 Sec. 420. 
293 The value of plan assets for this purpose is the 

lesser of fair market value or actuarial value. 
294 A plan’s full funding limit is the lesser of (1) for 

years beginning before January 1, 2004, the applica-
ble percentage of current liability and (2) the plan’s 
accrued liability. The applicable percentage of cur-
rent liability is 170 percent for 2003. The current li-
ability full funding limit is repealed for years begin-
ning after 2003. Under the general sunset provision 
of EGTRRA, the limit is reinstated for years after 
2010. 

proposed exclusion from income of an indi-
vidual. Similarly, withdrawal of a deposit 
will not establish a period for which interest 
was allowable at the short-term applicable 
Federal rate for the purpose of establishing a 
net zero interest rate on a similar amount of 
underpayment for the same period. 
Effective date 

The Senate amendment provision applies 
to deposits made after the date of enact-
ment. Amounts already on deposit as of the 
date of enactment are treated as deposited 
(for purposes of applying this provision) on 
the date the taxpayer identifies the amount 
as a deposit made pursuant to this provision. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
13. Clarification of rules for payment of esti-

mated tax for certain deemed asset sales 
(sec. 363 of the Senate amendment and 
sec. 338 of the Code) 

PRESENT LAW 
In certain circumstances, taxpayers can 

make an election under section 338(h)(10) to 
treat a qualifying purchase of 80 percent of 
the stock of a target corporation by a cor-
poration from a corporation that is a mem-
ber of an affiliated group (or a qualifying 
purchase of 80 percent of the stock of an S 
corporation by a corporation from S corpora-
tion shareholders) as a sale of the assets of 
the target corporation, rather than as a 
stock sale. The election must be made joint-
ly by the buyer and seller of the stock and is 
due by the 15th day of the ninth month be-
ginning after the month in which the acqui-
sition date occurs. An agreement for the pur-
chase and sale of stock often may contain an 
agreement of the parties to make a section 
338(h)(10) election. 

Section 338(a) also permits a unilateral 
election by a buyer corporation to treat a 
qualified stock purchase of a corporation as 
a deemed asset acquisition, whether or not 
the seller of the stock is a corporation (or an 
S corporation is the target). In such a case, 
the seller or sellers recognize gain or loss on 
the stock sale (including any estimated 
taxes with respect to the stock sale), and the 
target corporation recognizes gain or loss on 
the deemed asset sale. 

Section 338(h)(13) provides that, for pur-
poses of section 6655 (relating to additions to 
tax for failure by a corporation to pay esti-
mated income tax), tax attributable to a 
deemed asset sale under section 338(a)(1) 
shall not be taken into account. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment clarifies section 

338(h)(13) to provide that the exception for 
estimated tax purposes with respect to tax 
attributable to a deemed asset sale does not 
apply with respect to a qualified stock pur-
chase for which an election is made under 
section 338(h)(10). 

Under the Senate amendment, if a trans-
action eligible for the election under section 
338(h)(10) occurs, estimated tax would be de-
termined based on the stock sale unless and 
until there is an agreement of the parties to 
make a section 338(h)(10) election. 

If at the time of the sale there is an agree-
ment of the parties to make a section 
338(h)(10) election, then estimated tax is 
computed based on an asset sale. If the 
agreement to make a section 338(h)(10) elec-
tion is concluded after the stock sale, such 
that the original computation was based on 
a stock sale, estimated tax is recomputed 
based on the asset sale election. 

No inference is intended as to present law. 
Effective date.—The Senate amendment is 

effective for transactions that occur after 
the date of enactment of the provision. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
14. Limit deduction for charitable contribu-

tions of patents and similar property 
(sec. 364 of the Senate amendment and 
sec. 170 of the Code) 

PRESENT LAW 
In general, a deduction is permitted for 

charitable contributions, subject to certain 
limitations that depend on the type of tax-
payer, the property contributed, and the 
donee organization.291 The amount of deduc-
tion generally equals the fair market value 
of the contributed cash or property on the 
date of the contribution. 

For certain contributions of property, the 
taxpayer is required to reduce the deduction 
amount by any gain, generally resulting in a 
deduction equal to the taxpayer’s basis. This 
rule applies to contributions of: (1) property 
that, at the time of contribution, would have 
resulted in short-term capital gain if the 
property was sold by the taxpayer on the 
contribution date; (2) tangible personal prop-
erty that is used by the donee in a manner 
unrelated to the donee’s exempt (or govern-
mental) purpose; and (3) property to or for 
the use of a private foundation (other than a 
foundation defined in section 170(b)(1)(E)). 

Charitable contributions of capital gain 
property generally are deductible at fair 
market value. Capital gain property means 
any capital asset or property used in the tax-
payer’s trade or business the sale of which at 
its fair market value, at the time of con-
tribution, would have resulted in gain that 
would have been long-term capital gain. Con-
tributions of capital gain property are sub-
ject to different percentage limitations than 
other contributions of property. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision provides 

that the amount of the deduction for chari-
table contributions of patents, copyrights, 
trademarks, trade names, trade secrets, 
know-how, software, similar property, or ap-
plications or registrations of such property 
may not exceed the taxpayer’s basis in the 
contributed property. 

The Senate amendment provision provides 
the Secretary of the Treasury with the au-
thority to issue regulations or other guid-
ance to prevent avoidance of the purposes of 
the provision. In general, the provision is in-
tended to prevent taxpayers from claiming a 
deduction in excess of basis with respect to 
charitable contributions of patents or simi-
lar property. A taxpayer would contravene 
the purposes of the provision, for example, 
by engaging in transactions or other activity 
that manipulated the basis of the contrib-
uted property or changed the form of the 
contributed property in order to increase the 
amount of the deduction. This might occur, 
for instance, if a taxpayer, for the purpose of 
claiming a larger deduction, engaged in ac-
tivity that increased the basis of the contrib-
uted property by using related parties, pass-
thru entities, or other intermediaries or 
means. The purpose of the provision also 
would be abused if a taxpayer changed the 
form of the property by, for example, embed-
ding the property into a product, contrib-
uting the product, and claiming a fair mar-
ket value deduction based in part on the fair 
market value of the embedded property. In 
such a case, any guidance issued by the Sec-
retary of the Treasury may provide that the 
taxpayer is required to separate the embed-

ded property from the related product and 
treat the charitable contribution as con-
tributions of distinct properties, with each 
property subject to the applicable deduction 
rules. 

Effective date.—The Senate amendment 
provision is effective for contributions made 
after May 7, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
15. Extension of provision permitting quali-

fied transfers of excess pension assets to 
retiree health accounts (sec. 365 of the 
Senate amendment, sec. 420 of the Code, 
and secs. 101, 403, and 408 of ERISA) 

PRESENT LAW 
Defined benefit plan assets generally may 

not revert to an employer prior to termi-
nation of the plan and satisfaction of all plan 
liabilities. In addition, a reversion may 
occur only if the plan so provides. A rever-
sion prior to plan termination may con-
stitute a prohibited transaction and may re-
sult in plan disqualification. Any assets that 
revert to the employer upon plan termi-
nation are includible in the gross income of 
the employer and subject to an excise tax. 
The excise tax rate is 20 percent if the em-
ployer maintains a replacement plan or 
makes certain benefit increases in connec-
tion with the termination; if not, the excise 
tax rate is 50 percent. Upon plan termi-
nation, the accrued benefits of all plan par-
ticipants are required to be 100-percent vest-
ed. 

A pension plan may provide medical bene-
fits to retired employees through a separate 
account that is part of such plan. A qualified 
transfer of excess assets of a defined benefit 
plan to such a separate account within the 
plan may be made in order to fund retiree 
health benefits.292 A qualified transfer does 
not result in plan disqualification, is not a 
prohibited transaction, and is not treated as 
a reversion. Thus, transferred assets are not 
includible in the gross income of the em-
ployer and are not subject to the excise tax 
on reversions. No more than one qualified 
transfer may be made in any taxable year. 

Excess assets generally means the excess, 
if any, of the value of the plan’s assets 293 
over the greater of (1) the plan’s full funding 
limit 294 or (2) 125 percent of the plan’s cur-
rent liability. In addition, excess assets 
transferred in a qualified transfer may not 
exceed the amount reasonably estimated to 
be the amount that the employer will pay 
out of such account during the taxable year 
of the transfer for qualified current retiree 
health liabilities. No deduction is allowed to 
the employer for (1) a qualified transfer or 
(2) the payment of qualified current retiree 
health liabilities out of transferred funds 
(and any income thereon). 

Transferred assets (and any income there-
on) must be used to pay qualified current re-
tiree health liabilities for the taxable year of 
the transfer. Transferred amounts generally 
must benefit pension plan participants, other 
than key employees, who are entitled upon 
retirement to receive retiree medical bene-
fits through the separate account. Retiree 
health benefits of key employees may not be 
paid out of transferred assets. 
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295 ERISA sec. 101(e). ERISA also provides that a 
qualified transfer is not a prohibited transaction 
under ERISA or a prohibited reversion. 

296 H. R. Rep. No. 99–426, Report of the Committee 
on Ways and Means on H.R. 3838, The Tax Reform 
Act of 1985 (99th Cong., 1st Sess.,), 670.

297 As under present law, the reserve deduction de-
termined under section 807 for life insurance re-
serves included in unearned premiums is reduced by 
the policyholder’s share of tax-exempt interest and 
of the increase in policy cash values (sec. 807 
(b)(1)(B)). 

Amounts not used to pay qualified current 
retiree health liabilities for the taxable year 
of the transfer are to be returned to the gen-
eral assets of the plan. These amounts are 
not includible in the gross income of the em-
ployer, but are treated as an employer rever-
sion and are subject to the 20-percent rever-
sion tax. 

In order for the transfer to be qualified, ac-
crued retirement benefits under the pension 
plan generally must be 100-percent vested as 
if the plan terminated immediately before 
the transfer (or in the case of a participant 
who separated in the one-year period ending 
on the date of the transfer, immediately be-
fore the separation). 

In order for a transfer to be qualified, the 
employer generally must maintain retiree 
health benefit costs at the same level for the 
taxable year of the transfer and the fol-
lowing four years. 

In addition, the Employee Retirement In-
come Security Act of 1974 (‘‘ERISA’’) pro-
vides that, at least 60 days before the date of 
a qualified transfer, the employer must no-
tify the Secretary of Labor, the Secretary of 
the Treasury, employee representatives, and 
the plan administrator of the transfer, and 
the plan administrator must notify each 
plan participant and beneficiary of the trans-
fer.295 

No qualified transfer may be made after 
December 31, 2005. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment allows qualified 

transfers of excess defined benefit plan as-
sets through December 31, 2013. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
16. Proration rules for life insurance business 

of property and casualty insurance com-
panies (sec. 366 of the Senate amendment 
and sec. 832 of the Code) 

PRESENT LAW 
Life insurance company proration rules 

A life insurance company is subject to tax 
on its life insurance company taxable in-
come (LICTI) (sec. 801). LICTI is life insur-
ance gross income reduced by life insurance 
deductions. For this purpose, a life insurance 
company includes in gross income any net 
decrease in reserves, and deducts a net in-
crease in reserves. Because deductible re-
serve increases might be viewed as being 
funded proportionately out of taxable and 
tax-exempt income, the net increase and net 
decrease in reserves are computed by reduc-
ing the ending balance of the reserve items 
by the policyholders’ share of tax-exempt in-
terest (secs. 807(b)(2)(B) and (b)(1)(B)). Simi-
larly, a life insurance company is allowed a 
dividends-received deduction for intercor-
porate dividends from nonaffiliates only in 
proportion to the company’s share of such 
dividends (secs. 805(a)(4), 812). Fully deduct-
ible dividends from affiliates are excluded 
from the application of this proration for-
mula, if such dividends are not themselves 
distributions from tax-exempt interest or 
from dividend income that would not be fully 
deductible if received directly by the tax-
payer. In addition, the proration rule in-
cludes in prorated amounts the increase for 
the taxable year in policy cash values of life 
insurance policies and annuity and endow-
ment contracts. 

Property and casualty insurance company pro-
ration rules 

The taxable income of a property and cas-
ualty insurance company is determined as 
the sum of its underwriting income and in-
vestment income (as well as gains and other 
income items), reduced by allowable deduc-
tions (sec. 832). Underwriting income means 
premiums earned during the taxable year 
less losses incurred and expenses incurred. In 
calculating its reserve for losses incurred, a 
property and casualty insurance company 
must reduce the amount of losses incurred 
by 15 percent of (1) the insurer’s tax-exempt 
interest, (2) the deductible portion of divi-
dends received (with special rules for divi-
dends from affiliates), and (3) the increase 
for the taxable year in the cash value of life 
insurance, endowment or annuity contract 
(sec. 832(b)(5)(B)). 

This 15-percent proration requirement was 
enacted in 1986. The reason the provision was 
adopted was Congress’ belief that ‘‘it is not 
appropriate to fund loss reserves on a fully 
deductible basis out of income which may be, 
in whole or in part, exempt from tax. The 
amount of the reserves that is deductible 
should be reduced by a portion of such tax-
exempt income to reflect the fact that re-
serves are generally funded in part from tax-
exempt interest or from wholly or partially 
deductible dividends.’’ 296 
Property and casualty insurance companies 

with life insurance reserves 
Present law provides that a life insurance 

company means an insurance company en-
gaged in the business of issuing life insur-
ance, annuity, or noncancellable accident 
and health insurance, provided its reserves 
meet a 50–percent threshhold for its reserves 
(sec. 816). More than 50 percent of its re-
serves must constitute life insurance re-
serves or reserves for noncancellable acci-
dent and health policies. An insurance com-
pany that does not meet this 50–percent 
threshhold for reserves generally is subject 
to tax as a property and casualty insurance 
company. In determining the amount of pre-
miums earned for purposes of calculating its 
taxable income, a property and casualty in-
surance company includes in unearned pre-
miums the amount of life insurance reserves 
determined under the rules applicable to life 
insurance companies (secs. 832(b)(4), 807). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision provides 

that the life insurance company proration 
rules, rather than the property and casualty 
insurance proration rules, apply with respect 
to life insurance reserves of a property and 
casualty company. 

Specifically, the Senate amendment provi-
sion provides that any deduction attrib-
utable to life insurance reserves included in 
unearned premiums of a property and cas-
ualty company under section 832(b)(4) is re-
duced in the same manner as dividends re-
ceived deductions of a life insurance com-
pany are reduced under the proration rules 
of section 805(a)(4).297 In applying the policy-
holder’s share and the company’s share 
under this reduction, section 812 applies with 
respect to the life insurance business of the 
property and casualty company. For pur-
poses of applying section 812(d), only the 

gross investment income attributable to the 
life insurance reserves referred to in section 
832(b)(4) are taken into account. It is ex-
pected that Treasury will provide guidance 
as to reasonable methods of attributing 
gross investment income to such life insur-
ance reserves. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
17. Modify treatment of transfers to credi-

tors in divisive reorganizations (sec. 367 
of the Senate amendment and secs. 357 
and 361 of the Code) 

PRESENT LAW 
Section 355 of the Code permits a corpora-

tion (‘‘distributing’’) to separate its busi-
nesses by distributing a subsidiary tax-free, 
if certain conditions are met. In cases where 
the distributing corporation contributes 
property to the corporation (‘‘controlled’) 
that is to be distributed, no gain or loss is 
recognized if the property is contributed 
solely in exchange for stock or securities of 
the controlled corporation (which are subse-
quently distributed to distributing’s share-
holders). The contribution of property to a 
controlled corporation that is followed by a 
distribution of its stock and securities may 
qualify as a reorganization described in sec-
tion 368(a)(1)(D). That section also applies to 
certain transactions that do not involve a 
distribution under section 355 and that are 
considered ’acquisitive’’ rather than ‘‘divi-
sive’’ reorganizations. 

The contribution in the course of a divisive 
section 368(a)(1)(D) reorganization is also 
subject to the rules of section 357(c). That 
section provides that the transferor corpora-
tion will recognize gain if the amount of li-
abilities assumed by controlled exceeds the 
basis of the property transferred to it. 

Because the contribution transaction in 
connection with a section 355 distribution is 
a reorganization under section 368(a)(1)(D), it 
is also subject to certain rules applicable to 
both divisive and acquisitive reorganiza-
tions. One such rule, in section 361(b), states 
that a transferor corporation will not recog-
nize gain if it receives money or other prop-
erty and distributes that money or other 
property to its shareholders or creditors. The 
amount of property that may be distributed 
to creditors without gain recognition is un-
limited under this provision. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment limits the amount 

of money or other property that a distrib-
uting corporation can distribute to its credi-
tors without gain recognition under section 
361(b) to the amount of the basis of the as-
sets contributed to a controlled corporation 
in a divisive reorganization. In addition, the 
Senate amendment provides that acquisitive 
reorganizations under section 368(a)(1)(D) are 
no longer subject to the liabilities assump-
tion rules of section 357(c). 

Effective date.—The Senate amendment 
provision is effective for transactions on or 
after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
18. Taxation of minor children (sec. 368 of the 

Senate amendment and sec. 1 of the 
Code) 

PRESENT LAW 
Filing requirements for children 

Single unmarried individuals eligible to be 
claimed as a dependent on another tax-
payer’s return generally must file an indi-
vidual income tax return if he or she has (1) 
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earned income only over $4,750 (for 2003), (2) 
unearned income only over the minimum 
standard deduction amount for dependents 
($750 in 2003), or (3) both earned income and 
unearned income totaling more than the 
smaller of (a) $4,750 (for 2003) or (b) the larger 
of (i) $750 (for 2003), or (ii) earned income plus 
$250.298 Thus, if a dependent child has less 
than $750 in gross income, the child does not 
have to file an individual income tax return 
for 2003. 

A child who cannot be claimed as a depend-
ent on another person’s tax return (e.g., be-
cause the support test is not satisfied by any 
other person) is subject to the generally ap-
plicable filing requirements. That is, such an 
individual generally must file a return if the 
individual’s gross income exceeds the sum of 
the standard deduction and the personal ex-
emption amounts applicable to the indi-
vidual. 
Taxation of unearned income of minor children 

Special rules apply to the unearned income 
of a child under age 14. These rules, gen-
erally referred to as the ‘‘kiddie tax,’’ tax 
certain unearned income of a child at the 
parent’s rate, regardless of whether the child 
can be claimed as a dependent on the par-
ent’s return.299 The kiddie tax applies if: (1) 
the child has not reached the age of 14 by the 
close of the taxable year, (2) the child’s in-
vestment income was more than $1,500 (for 
2003) and (3) the child is required to file a re-
turn for the year. The kiddie tax applies re-
gardless of the source of the property gener-
ating the income or when the property giv-
ing rise to the income was transferred to or 
otherwise acquired by the child. Thus, for ex-
ample, the kiddie tax may apply to income 
from property acquired by the child with 
compensation derived from the child’s per-
sonal services or from property given to the 
child by someone other than the child’s par-
ent. 

The kiddie tax is calculated by computing 
the ‘‘allocable parental tax.’’ This involves 
adding the net unearned income of the child 
to the parent’s income and then applying the 
parent’s tax rate. A child’s ‘‘net unearned in-
come’’ is the child’s unearned income less 
the sum of (1) the minimum standard deduc-
tion allowed to dependents ($750 for 2003), 
and (2) the greater of (a) such minimum 
standard deduction amount or (b) the 
amount of allowable itemized deductions 
that are directly connected with the produc-
tion of the unearned income.300 A child’s net 
unearned income cannot exceed the child’s 
taxable income. 

The allocable parental tax equals the hypo-
thetical increase in tax to the parent that 
results from adding the child’s net unearned 
income to the parent’s taxable income. If a 
parent has more than one child subject to 
the kiddie tax, the net unearned income of 
all children is combined, and a single kiddie 
tax is calculated. Each child is then allo-
cated a proportionate share of the hypo-
thetical increase. 

If the parents file a joint return, the allo-
cable parental tax is calculated using the in-
come reported on the joint return. In the 
case of parents who are married but file sep-
arate returns, the allocable parental tax is 
calculated using the income of the parent 
with the greater amount of taxable income. 
In the case of unmarried parents, the child’s 
custodial parent is the parent whose taxable 
income is taken into account in determining 
the child’s liability. If the custodial parent 

has remarried, the stepparent is treated as 
the child’s other parent. Thus, if the custo-
dial parent and stepparent file a joint return, 
the kiddie tax is calculated using that joint 
return. If the custodial parent and step-
parent file separate returns, the return of 
the one with the greater taxable income is 
used. If the parents are unmarried but lived 
together all year, the return of the parent 
with the greater taxable income is used.301 

Unless the parent elects to include the 
child’s income on the parent’s return (as de-
scribed below) the child files a separate re-
turn. In this case, items on the parent’s re-
turn are not affected by the child’s income. 
The total tax due from a child is the greater 
of: 

(1) the sum of (a) the tax payable by the 
child on the child’s earned income plus (b) 
the allocable parental tax or; 

(2) the tax on the child’s income without 
regard to the kiddie tax provisions. 
Parental election to include child’s unearned in-

come 
Under certain circumstances, a parent may 

elect to report a child’s unearned income on 
the parent’s return. If the election is made, 
the child is treated as having no income for 
the year and the child does not have to file 
a return. The requirements for the election 
are that: 
(1) the child has gross income only from in-
terest and dividends (including capital gains 
distributions and Alaska Permanent Fund 
Dividends); 302 

(2) such income is more than the minimum 
standard deduction amount for dependents 
($750 in 2003) and less than 10 times that 
amount; 

(3) no estimated tax payments for the year 
were made in the child’s name and taxpayer 
identification number; 

(4) no backup withholding occurred; and 
(5) the child is required to file a return if 

the parent does not make the election. 
Only the parent whose return must be used 

when calculating the kiddie tax may make 
the election. The parent includes in income 
the child’s gross income in excess of twice 
the minimum standard deduction amount for 
dependents (i.e., the child’s gross income in 
excess of $1,500 for 2003). This amount is 
taxed at the parent’s rate. The parent also 
must report an additional tax liability equal 
to the lesser of: (1) $75 (in 2003), or (2) 10 per-
cent of the child’s gross income exceeding 
the child’s standard deduction ($750 in 2003). 

Including the child’s income on the par-
ent’s return can affect the parent’s deduc-
tions and credits that are based on adjusted 
gross income, as well as income-based phase-
outs, limitations, and floors.303 In addition, 
certain deductions that the child would have 
been entitled to take on his or her own re-
turn are lost.304 Further, if the child received 
tax-exempt interest from a private activity 
bond, that item is considered a tax pref-
erence of the parent for alternative min-
imum tax purposes.305 
Taxation of child’s compensation for services 

Compensation for a child’s services, even 
though not retained by the child, is consid-
ered the gross income of the child, not the 
parent, even if the compensation is not re-
ceived by the child (e.g. is the parent’s in-
come under local law).306 If the child’s in-

come tax is not paid, however, an assessment 
against the child will be considered as also 
made against the parent to the extent the 
assessment is attributable to amounts re-
ceived for the child’s services.307 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision increases 

the age of minors to which the kiddie tax 
provisions apply from under 14 to under 18. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
19. Provide consistent amortization period 

for intangibles (sec. 369 of the Senate 
amendment and secs. 195, 248, and 709 of 
the Code) 

PRESENT LAW 
At the election of the taxpayer, start-up 

expenditures308 and organizational expendi-
tures309 may be amortized over a period of 
not less than 60 months, beginning with the 
month in which the trade or business begins. 
Start-up expenditures are amounts that 
would have been deductible as trade or busi-
ness expenses, had they not been paid or in-
curred before business began. Organizational 
expenditures are expenditures that are inci-
dent to the creation of a corporation (sec. 
248) or the organization of a partnership (sec. 
709), are chargeable to capital, and that 
would be eligible for amortization had they 
been paid or incurred in connection with the 
organization of a corporation or partnership 
with a limited or ascertainable life. 

Treasury regulations310 require that a tax-
payer file an election to amortize start-up 
expenditures no later than the due date for 
the taxable year in which the trade or busi-
ness begins. The election must describe the 
trade or business, indicate the period of am-
ortization (not less than 60 months), describe 
each start-up expenditure incurred, and indi-
cate the month in which the trade or busi-
ness began. Similar requirements apply to 
the election to amortize organizational ex-
penditures. A revised statement may be filed 
to include start-up and organizational ex-
penditures that were not included on the 
original statement, but a taxpayer may not 
include as a start-up expenditure any 
amount that was previously claimed as a de-
duction. 

Section 197 requires most acquired intan-
gible assets (such as goodwill, trademarks, 
franchises, and patents) that are held in con-
nection with the conduct of a trade or busi-
ness or an activity for the production of in-
come to be amortized over 15 years beginning 
with the month in which the intangible was 
acquired.

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment modifies the treat-

ment of start-up and organizational 
expeditures. A taxpayer would be allowed to 
elect to deduct up to $5,000 each of start-up 
and organizational expenditures in the tax-
able year in which the trade or business be-
gins. However, each $5,000 amount is reduced 
(but not below zero) by the amount by which 
the cumulative cost of start-up or organiza-
tional expenditures exceeds $50,000, respec-
tively. Start-up and organizational expendi-
tures that are not deductible in the year in 
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which the trade or business begins would be 
amortized over a 15–year period consistent 
with the amortization period for section 197 
intangibles. 

Effective date.—The Senate amendment 
provision is effective for start-up and organi-
zational expenditures incurred after the date 
of enactment. Start-up and organizational 
expenditures that are incurred on or before 
the date of enactment would continue to be 
eligible to be amortized over a period not to 
exceed 60 months. However, all start-up and 
organizational expenditures related to a par-
ticular trade or business, whether incurred 
before or after the date of enactment, would 
be considered in determining whether the cu-
mulative cost of start-up or organizational 
expenditures exceeds $50,000. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
20. Clarify definition of nonqualified pre-

ferred stock (sec. 370 of the Senate 
amendment and sec. 351 of the Code) 

PRESENT LAW 
The Taxpayer Relief Act of 1997 amended 

sections 351, 354, 355, 356, and 1036 to treat 
‘‘nonqualified preferred stock’’ as boot in 
corporate transactions, subject to certain ex-
ceptions. For this purpose, preferred stock is 
defined as stock that is ‘‘limited and pre-
ferred as to dividends and does not partici-
pate in corporate growth to any significant 
extent.’’ Nonqualified preferred stock is de-
fined as any preferred stock if (1) the holder 
has the right to require the issuer or a re-
lated person to redeem or purchase the 
stock, (2) the issuer or a related person is re-
quired to redeem or purchase, (3) the issuer 
or a related person has the right to redeem 
or repurchase, and, as of the issue date, it is 
more likely than nor that such right will be 
exercised, or (4) the dividend rate varies in 
whole or in part (directly or indirectly) with 
reference to interest rates, commodity 
prices, or similar indices, regardless of 
whether such varying rate is provided as an 
express term of the stock (as in the case of 
an adjustable rate stock) or as a practical re-
sult of other aspects of the stock (as in the 
case of auction stock). For this purpose, 
clauses (1), (2), and (3) apply if the right or 
obligation may be exercised within 20 years 
of the issue date and is not subject to a con-
tingency which, as of the issue date, makes 
remote the likelihood of the redemption or 
purchase.

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision clarifies 

the definition of nonqualified preferred stock 
to ensure that stock for which there is not a 
real and meaningful likelihood of actually 
participating in the earnings and profits of 
the corporation is not considered to be out-
side the definition of stock that is limited 
and preferred as to dividends and does not 
participate in corporate growth to any sig-
nificant extent. 

As one example, instruments that are pre-
ferred on liquidation and that are entitled to 
the same dividends as may be declared on 
common stock do not escape being non-
qualified preferred stock by reason of that 
right if the corporation does not in fact pay 
dividends either to its common or preferred 
stockholders. As another example, stock 
that entitles the holder to a dividend that is 
the greater of 7 percent or the dividends 
common shareholders receive does not avoid 
being preferred stock if the common share-
holders are not expected to receive dividends 
greater than 7 percent. 

No inference is intended as to the charac-
terization of stock under present law that 

has terms providing for unlimited dividends 
or participation rights but, based on all the 
facts and circumstances, is limited and pre-
ferred as to dividends and does not partici-
pate in corporate growth to any significant 
extent. 

Effective date.—The Senate amendment 
provision is effective for transactions after 
May 14, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
21. Establish specific class lives for utility 

grading costs (sec. 371 of the Senate 
amendment and sec. 168 of the Code) 

PRESENT LAW 
A taxpayer is allowed a depreciation de-

duction for the exhaustion, wear and tear, 
and obsolescence of property that is used in 
a trade or business or held for the production 
of income. For most tangible property placed 
in service after 1986, the amount of the de-
preciation deduction is determined under the 
modified accelerated cost recovery system 
(MACRS) using a statutorily prescribed de-
preciation method, recovery period, and 
placed in service convention. For some as-
sets, the recovery period for the asset is pro-
vided in section 168. In other cases, the re-
covery period of an asset is determined by 
reference to its class life. The class lives of 
assets placed in service after 1986 are gen-
erally set forth in Revenue Procedure 87–
56.311 If no class life is provided, the asset is 
allowed a 7–year recovery period under 
MACRS. 

Assets that are used in the transmission 
and distribution of electricity for sale are in-
cluded in asset class 49.14, with a class life of 
30 years and a MACRS recovery period of 20 
years. The cost of initially clearing and 
grading land improvements are specifically 
excluded from asset class 49.14. Prior to 
adoption of the accelerated cost recovery 
system, the IRS ruled that an average useful 
life of 84 years for the initial clearing and 
grading relating to electric transmission 
lines and 46 years for the initial clearing and 
grading relating to electric distribution 
lines, would be accepted. However, the result 
in this ruling was not incorporated in the 
asset classes included in Rev. Proc. 87–56 or 
its predecessors. Accordingly such costs are 
depreciated over a 7–year recovery period 
under MACRS as assets for which no class 
life is provided. 

A similar situation exists with regard to 
gas utility trunk pipelines and related stor-
age facilities. Such assets are included in 
asset class 49.24, with a class life of 22 years 
and a MACRS recovery period of 15 years. 
Initial clearing and grade improvements are 
specifically excluded from the asset class, 
and no separate asset class is provided for 
such costs. Accordingly, such costs are de-
preciated over a 7–year recovery period 
under MACRS as assets for which no class 
life is provided. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment assigns a class life 

to depreciable electric and gas utility clear-
ing and grading costs incurred to locate 
transmission and distribution lines and pipe-
lines. The provision includes these assets in 
the asset classes of the property to which the 
clearing and grading costs relate (generally, 
asset class 49.14 for electric utilities and 
asset class 49.24 for gas utilities, giving these 
assets a recovery period of 20 years and 15 
years, respectively). 

Effective date.—The Senate amendment 
provision is effective for electric and gas 
utility clearing and grading costs incurred 
after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
22. Prohibition on nonrecognition of gain 

through complete liquidation of holding 
company (sec. 372 of the Senate amend-
ment and secs. 331 and 332 of the Code) 

PRESENT LAW 
A U.S. corporation owned by foreign per-

sons is subject to U.S. income tax on its net 
income. In addition, the earnings of the U.S. 
corporation are subject to a second tax, 
when dividends are paid to the corporation’s 
shareholders. 

In general, dividends paid by a U.S. cor-
poration to nonresident alien individuals and 
foreign corporations that are not effectively 
connected with a U.S. trade or business are 
subject to a U.S. withholding tax on the 
gross amount of such income at a rate of 30 
percent. The 30–percent withholding tax may 
be reduced pursuant to an income tax treaty 
between the United States and the foreign 
country where the foreign person is resident. 

In addition, the United States imposes a 
branch profits tax on U.S. earnings of a for-
eign corporation that are shifted out of a 
U.S. branch of the foreign corporation. The 
branch profits tax is comparable to the sec-
ond-level taxes imposed on dividends paid by 
a U.S. corporation to foreign shareholders. 
The branch profits tax is 30 percent (subject 
to possible income tax treaty reduction) of a 
foreign corporation’s dividend equivalent 
amount. The ‘‘dividend equivalent amount’’ 
generally is the earnings and profits of a 
U.S. branch of a foreign corporation attrib-
utable to its income effectively connected 
with a U.S. trade or business. 

In general, U.S. withholding tax is not im-
posed with respect to a distribution of a U.S. 
corporation’s earnings to a foreign corpora-
tion in complete liquidation of the sub-
sidiary, because the distribution is treated 
as made in exchange for stock and not as a 
dividend. In addition, detailed rules apply for 
purposes of exempting foreign corporations 
from the branch profits tax for the year in 
which it completely terminates its U.S. busi-
ness conducted in branch form. The exemp-
tion from the branch profits tax generally 
applies if, among other things, for three 
years after the termination of the U.S. 
branch, the foreign corporation has no in-
come effectively connected with a U.S. trade 
or business, and the U.S. assets of the termi-
nated branch are not used by the foreign cor-
poration or a related corporation in a U.S. 
trade or business. 

Regulations under section 367(e) provide 
that the Commissioner may require a domes-
tic liquidating corporation to recognize gain 
on distributions in liquidation made to a for-
eign corporation if a principal purpose of the 
liquidation is the avoidance of U.S. tax. 
Avoidance of U.S. tax for this purpose in-
cludes, but is not limited to, the distribution 
of a liquidating corporation’s earnings and 
profits with a principal purpose of avoiding 
U.S. tax. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment generally would 

treat as a dividend any distribution of earn-
ings by a U.S. holding company to a foreign 
corporation in a complete liquidation, if the 
U.S. holding company was in existence for 
less than five years 

Effective date.—The Senate amendment 
would be effective for liquidations and termi-
nations occurring on or after the date of en-
actment. 
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CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
23. Lease term to include certain service con-

tracts (sec. 373 of the Senate amendment 
and sec. 168 of the Code) 

PRESENT LAW 
Under present law, ‘‘tax-exempt use prop-

erty’’ must be depreciated on a straight-line 
basis over a recovery period equal to the 
longer of the property’s class life or 125 per-
cent of the lease term.312 For purposes of this 
rule, ‘‘tax-exempt use property’’ is property 
that is leased (other than under a short-term 
lease) to a tax-exempt entity.313 For this pur-
pose, the term ‘‘tax-exempt entity’’ includes 
Federal, state and local governmental units, 
charities, and, foreign entities or persons.314 

In determining the length of the lease term 
for purposes of the 125 percent calculation, a 
number of special rules apply. In addition to 
the stated term of the lease, the lease term 
includes: (1) Any additional period of time in 
the realistic contemplation of the parties at 
the time the property is first put in service; 
(2) any additional period of time for which 
either the lessor or lessee has the option to 
renew the lease (whether or not it is ex-
pected that the option will be exercised); (3) 
any additional period of any successive 
leases which are part of the same trans-
action (or series of related transactions) 
with respect to the same or substantially 
similar property; and (4) any additional pe-
riod of time (even if the lessee may not con-
tinue to be the lessee during that period), if 
the lessee (a) has agreed to make a payment 
in the nature of rent with respect to such pe-
riod or (b) has assumed or retained any risk 
of loss with respect to such property for such 
period. 

Tax-exempt use property does not include 
property that is used by a taxpayer to pro-
vide a service to a tax-exempt entity. So 
long as the relationship between the parties 
is a bona fide service contract, the taxpayer 
will be allowed to depreciate the property 
used in satisfying the contract under normal 
MACRS rules, rather than the rules applica-
ble to tax-exempt use property. 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment requires lessors of 

tax-exempt use property to include the term 
of optional service contracts and other simi-
lar arrangements in the lease term for pur-
poses of determining the recovery period. 

Effective date.—The Senate amendment 
provision is effective for leases and other 
similar arrangements entered into after the 
date of enactment. No inference is intended 
with respect to the tax treatment of leases 
and other similar arrangements entered into 
before such date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
24. Exclusion of like-kind exchange property 

from nonrecognition treatment on the 
sale or exchange of a principal residence 
(sec. 374 of the Senate amendment and 
sec. 121 of the Code) 

PRESENT LAW 
Under present law, a taxpayer may exclude 

up to $250,000 ($500,000 if married filing a 
joint return) of gain realized on the sale or 
exchange of a principal residence.315 To be el-
igible for the exclusion, the taxpayer must 
have owned and used the residence as a prin-

cipal residence for at least two of the five 
years prior to the sale or exchange. A tax-
payer who fails to meet these requirements 
by reason of a change of place of employ-
ment, health, or, to the extent provided 
under regulations, unforeseen circumstances 
is able to exclude an amount equal to the 
fraction of the $250,000 ($500,000 if married fil-
ing a joint return) that is equal to the frac-
tion of the two years that the ownership and 
use requirements are met. There are no spe-
cial rules relating to the sale or exchange of 
a principal residence that was acquired in a 
like-kind exchange within the prior five 
years. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides that the 

exclusion for gain on the sale or exchange of 
a principal residence does not apply if the 
principal residence was acquired in a like-
kind exchange in which any gain was not 
recognized within the prior five years. 

Effective date.—The Senate amendment 
provision is effective for sales or exchanges 
of principal residences after the date of en-
actment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
F. Other Provisions 

1. Temporary State and local fiscal relief 
(sec. 381 of the Senate amendment) 

PRESENT LAW 
No provision. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends relief to 

States by establishing a temporary fund to 
provide $10 billion, divided among State and 
local governments, to be used for health 
care, education or job training; transpor-
tation or infrastructure; law enforcement or 
public safety; and other essential govern-
mental services, and $10 billion for Medicaid 
(FMAP). 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement provides relief 

to States by establishing a temporary fund 
to provide $10 billion divided among the 
States to be used for essential government 
services, and $10 billion for Medicaid 
(FMAP). Nothing in this subsection shall be 
construed to preclude consideration of re-
forms to improve the Medicaid program. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 
2. Review of State agency blindness and dis-

ability determinations (sec. 382 of the 
Senate amendment) 

PRESENT LAW 
State agencies are required to conduct 

blindness and disability determinations to 
establish an individual’s eligibility for: (1) 
Title II (Federal Old-Age, Survivors, and Dis-
ability Insurance (OASDI) benefits); and (2) 
Title XVI (Supplemental Security Income 
(SSI)). Disability determinations are made 
in accordance with disability criteria defined 
in statute as well as standards promulgated 
under regulations or other guidance. 

Under present law, the Commissioner of 
Social Security is required to review the 
State agencies’ Title II initial blindness and 
disability determinations in advance of 
awarding payment to individuals determined 
eligible. This requirement for review is met 

when: (1) at least 50 percent of all such deter-
minations have been reviewed, or (2) other 
such determinations have been reviewed as 
necessary to ensure a high level of accuracy. 
Under present law, there is no similar review 
for Title XVI.

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment extends the initial 
review requirements for Title XVI SSI blind-
ness and disability determinations with 
those currently required under Title II. 

Effective date.-The Senate amendment pro-
vision is effective on effective on October 1, 
2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

3. Prohibition on use of SCHIP funds to pro-
vide coverage for childless adults (sec. 
383 of the Senate amendment) 

PRESENT LAW 

Title XXI of the Social Security Act pro-
vides states with allocations to provide 
health insurance for children through State 
Children Health Insurance Program (SCHIP). 
In this statute, Congress specified that 
SCHIP allocations could only be used ‘‘to en-
able [States] to initiate and expand the pro-
vision of child health assistance to unin-
sured, low-income children in an effective 
and efficient manner.’’ 316 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment clarifies that 
SCHIP funds cannot be used for childless 
adults. 

Effective date.-The Senate amendment pro-
vision is effective on the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

4. Increase Medicaid payments to states with 
extremely low disproportionate share 
hospitals (sec. 384 of the Senate amend-
ment) 

PRESENT LAW 

Since 1981, States have been required to 
recognize, in establishing their Medicaid 
payment rates, the situation of hospitals 
that serve a disproportionate number of 
Medicaid beneficiaries and low-income pa-
tients. These hospitals are known as Dis-
proportionate Share Hospitals (‘‘DSH’’). In 
State defined as extremely low DSH States, 
DSH payments are statutorily capped at one 
percent. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment increases the one 
percent cap on Medicaid payments to States 
defined as extremely low DSH States. The 
amendment increases that cap to three per-
cent for fiscal year 2004. Twenty states ben-
efit from this provision. 

Effective date.-The Senate amendment pro-
vision is effective on the date of enactment 
for payments made in fiscal year 2004. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.
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317 Special rules apply in the case of an exempt or-
ganization that owns a partnership interest in a 
partnership that holds debt-financed income-pro-
ducing property. An exempt organization’s share of 
partnership income that is derived from such debt-
financed property generally is taxed as debt-fi-
nanced income unless an exception provides other-
wise. 

318 A reduced rate of tax in the amount of $500.00 is 
imposed on small proprietors (secs. 5081(b) and 
5091(b)). 

VI. SMALL BUSINESS AND AGRICULTURAL 
PROVISIONS 

A. Small Business Provisions 
1. Exclusion of certain indebtedness of small 

business investment companies from ac-
quisition indebtedness (sec. 401 of the bill 
and sec. 514 of the Code) 

PRESENT LAW 
In general, an organization that is other-

wise exempt from Federal income tax is 
taxed on income from a trade or business 
that is unrelated to the organization’s ex-
empt purposes. Certain types of income, such 
as rents, royalties, dividends, and interest, 
generally are excluded from unrelated busi-
ness taxable income except when such in-
come is derived from ‘‘debt-financed prop-
erty.’’ Debt-financed property generally 
means any property that is held to produce 
income and with respect to which there is 
acquisition indebtedness at any time during 
the taxable year. 

In general, income of a tax-exempt organi-
zation that is produced by debt-financed 
property is treated as unrelated business in-
come in proportion to the acquisition indebt-
edness on the income-producing property. 
Acquisition indebtedness generally means 
the amount of unpaid indebtedness incurred 
by an organization to acquire or improve the 
property and indebtedness that would not 
have been incurred but for the acquisition or 
improvement of the property.317 Acquisition 
indebtedness does not include, however, (1) 
certain indebtedness incurred in the per-
formance or exercise of a purpose or function 
constituting the basis of the organization’s 
exemption, (2) obligations to pay certain 
types of annuities, (3) an obligation, to the 
extent it is insured by the Federal Housing 
Administration, to finance the purchase, re-
habilitation, or construction of housing for 
low and moderate income persons, or (4) in-
debtedness incurred by certain qualified or-
ganizations to acquire or improve real prop-
erty. An extension, renewal, or refinancing 
of an obligation evidencing a pre-existing in-
debtedness is not treated as the creation of a 
new indebtedness. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision modifies 

the debt-financed property provisions by ex-
cluding from the definition of acquisition in-
debtedness any indebtedness incurred by a 
small business investment company licensed 
under the Small Business Investment Act of 
1958 that is evidenced by a debenture (1) 
issued by such company under section 303(a) 
of said Act, or (2) held or guaranteed by the 
Small Business Administration. 

Effective date.—The Senate amendment 
provision applies to debt incurred after De-
cember 31, 2002, by a small business invest-
ment company described in the provision, 
with respect to property acquired by such 
company after such date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Repeal of occupational taxes relating to 

distilled spirits, wine, and beer (sec. 402 
of the Senate amendment and secs. 5081, 
5091, 5111, 5121, 5131, and 5276 of the Code) 

PRESENT LAW 
Under present law, special occupational 

taxes are imposed on producers and others 

engaged in the marketing of distilled spirits, 
wine, and beer. These excise taxes are im-
posed as part of a broader Federal tax and 
regulatory engine governing the production 
and marketing of alcoholic beverages. The 
special occupational taxes are payable annu-
ally, on July 1 of each year. The present tax 
rates are as follows: 

Producers 318: 
Distilled spirits and wines (sec. 5081)—

$1,000 per year, per premise. 
Brewers (sec. 5091)—$1,000 per year, per 

premise. 
Wholesale dealers (sec. 5111): Liquors, wines, 
or beer—$500 per year. 
Retail dealers (sec. 5121): Liquors, wines, or 
beer—$250 per year. 
Nonbeverage use of distilled spirits (sec. 
5131)—$500 per year. 
Industrial use of distilled spirits (sec. 5276)—
$250 per year. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The special occupational taxes on pro-

ducers and marketers of alcoholic beverages 
are repealed. The recordkeeping and inspec-
tion authorities applicable to wholesalers 
and retailers are retained. For purposes of 
the recordkeeping requirements for whole-
sale and retail liquor dealers, the provision 
provides a rebuttable presumption that a 
person who sells, or offers for sale, distilled 
spirits, wine, or beer, in quantities of 20 wine 
gallons or more to the same person at the 
same time is engaged in the business of a 
wholesale dealer in liquors or a wholesale 
dealer in beer. In addition, the provision re-
tains present-law in that it continues to 
make it unlawful for any liquor dealer to 
purchase distilled spirits for resale from any 
person other than a wholesale liquor dealer 
subject to the recordkeeping requirements. 
Existing general criminal penalties relating 
to records and reports apply to wholesalers 
and retailers who fail to comply with these 
requirements. 

Effective date.—The Senate amendment 
provision is effective on July 1, 2003. The pro-
vision does not affect liability for taxes im-
posed with respect to periods before July 1, 
2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Custom gunsmiths (sec. 403 of the Senate 

amendment and sec. 4182 of the Code) 
PRESENT LAW 

The Code imposes an excise tax upon the 
sale by the manufacturer, producer or im-
porter of certain firearms and ammunition 
(sec. 4181). Pistols and revolvers are taxable 
at 10 percent. Firearms (other than pistols 
and revolvers), shells, and cartridges are tax-
able at 11 percent. The excise tax for fire-
arms imposed on manufacturers, producers, 
and importers does not apply to machine 
guns and short barreled firearms (sec. 
4182(a)). Sales of firearms, pistols, revolvers, 
shells and cartridges to the Department of 
Defense also are exempt from the tax (sec. 
4182(b)). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment exempts from the 

firearms excise tax articles manufactured, 
produced, or imported by a person who man-
ufactures, produces, and imports less than 50 
of such articles during the calendar year. 

Controlled groups are treated as a single per-
son in determining the 50–article limit. 

Effective date.—The Senate amendment 
provision is effective for articles sold by the 
manufacturer, producer, or importer on or 
before the date the first day of the month be-
ginning at least two weeks after the date of 
enactment. No inference is intended from 
the prospective effective date of this provi-
sion as to the proper treatment of pre-effec-
tive date sales. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
4. Simplification of excise tax imposed on 

bows and arrows (sec. 404 of the Senate 
amendment and sec. 4161 of the Code) 

PRESENT LAW 
The Code imposes an excise tax of 11 per-

cent on the sale by a manufacturer, producer 
or importer of any bow with a draw rate of 
10 pounds or more (sec. 4161(b)(1)(A)). An ex-
cise tax of 12.4 percent is imposed on the sale 
by a manufacturer or importer of any shaft, 
point, nock, or vane designed for use as part 
of an arrow which after its assembly (1) is 
over 18 inches long, or (2) is designed for use 
with a taxable bow (if shorter than 18 inches) 
(sec. 4161(b)(2)). No tax is imposed on finished 
arrows. An 11–percent excise tax also is im-
posed on any part of an accessory for taxable 
bows and on quivers for use with arrows (1) 
over 18 inches long or (2) designed for use 
with a taxable bow (if shorter than 18 inches) 
(sec. 4161(b)(1)(B)). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment increases the min-

imum draw weight for a taxable bow from 10 
pounds to 30 pounds. The Senate amendment 
also imposes an excise tax of 12 percent on 
arrows generally. An arrow for this purpose 
is defined as an arrow shaft to which addi-
tional components are attached. The present 
law 12.4–percent excise tax on certain arrow 
components is unchanged by the provision. 
The Senate amendment provides that the 12–
percent excise tax on arrows does not apply 
if the arrow contains an arrow shaft that was 
subject to the tax on arrow components. Fi-
nally, the Senate amendment subjects cer-
tain broadheads (a type of arrow point) to an 
excise tax equal to 11 percent of the sales 
price instead of 12.4 percent. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment for articles sold by the manufacturer, 
producer, or importer. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
B. Agricultural Provisions 

1. Capital gains treatment to apply to out-
right sales of timber by landowner (sec. 
411 of the Senate Amendment and sec. 631 
of the Code) 

PRESENT LAW 
Under present law, a taxpayer disposing of 

timber held for more than one year is eligi-
ble for capital gains treatment in three situ-
ations. First, if the taxpayer sells or ex-
changes timber that is a capital asset (sec. 
1221) or property used in the trade or busi-
ness (sec. 1231), the gain generally is long-
term capital gain; however, if the timber is 
held for sale to customers in the taxpayer’s 
business, the gain will be ordinary income. 
Second, if the taxpayer disposes of the tim-
ber with a retained economic interest, the 
gain is eligible for capital gain treatment 
(sec. 631(b)). Third, if the taxpayer cuts 
standing timber, the taxpayer may elect to 
treat the cutting as a sale or exchange eligi-
ble for capital gains treatment (sec. 631(a)). 
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319 Treas. Reg. sec. 1.1388–1(a)(1). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Under the Senate amendment, in the case 

of a sale of timber by the owner of the land 
from which the timber is cut, the require-
ment that a taxpayer retain an economic in-
terest in the timber in order to treat gains 
as capital gain under section 631(b) does not 
apply. Outright sales of timber by the land-
owner will qualify for capital gains treat-
ment in the same manner as sales with a re-
tained economic interest qualify under 
present law, except that the usual tax rules 
relating to the timing of the income from 
the sale of the timber will apply (rather than 
the special rule of section 631(b) treating the 
disposal as occurring on the date the timber 
is cut). 

Effective date.—The Senate amendment 
provision is effective for sales of timber after 
the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not contain 

the provision in the Senate amendment. 
2. Special rules for livestock sold on account 

of weather-related conditions (sec. 412 of 
the Senate amendment and secs. 1033 and 
451 of the Code) 

PRESENT LAW 
A taxpayer generally recognizes gain on 

the sale of property to the extent the sales 
price (and any other consideration received) 
exceeds the seller’s basis in the property. 
The recognized gain is subject to current in-
come tax unless the gain is deferred or not 
recognized under a special tax provision. 

Under section 1033, gain realized by a tax-
payer from an involuntary conversion of 
property is deferred to the extent the tax-
payer purchases property similar or related 
in service or use to the converted property 
within the applicable period. The taxpayer’s 
basis in the replacement property generally 
is the same as the taxpayer’s basis in the 
converted property, decreased by the amount 
of any money or loss recognized on the con-
version, and increased by the amount of any 
gain recognized on the conversion. 

The applicable period for the taxpayer to 
replace the converted property begins with 
the date of the disposition of the converted 
property (or if earlier, the earliest date of 
the threat or imminence of requisition or 
condemnation of the converted property) and 
ends two years after the close of the first 
taxable year in which any part of the gain 
upon conversion is realized (the ‘‘replace-
ment period’’). Special rules extend the re-
placement period for certain real property 
and principal residences damaged by a Presi-
dentially declared disaster to three years 
and four years, respectively, after the close 
of the first taxable year in which gain is re-
alized. 

Section 1033(e) provides that the sale of 
livestock (other than poultry) that is held 
for draft, breeding, or dairy purposes in ex-
cess of the number of livestock that would 
have been sold but for drought, flood, or 
other weather-related conditions is treated 
as an involuntary conversion. Consequently, 
gain from the sale of such livestock could be 
deferred by reinvesting the proceeds of the 
sale in similar property within a two-year 
period. 

In general, cash-method taxpayers report 
income in the year it is actually or construc-
tively received. However, section 451(e) pro-
vides that a cash-method taxpayer whose 
principal trade or business is farming who is 
forced to sell livestock due to drought, flood, 
or other weather-related conditions may 
elect to include income from the sale of the 
livestock in the taxable year following the 
taxable year of the sale. This elective defer-

ral of income is available only if the tax-
payer establishes that, under the taxpayer’s 
usual business practices, the sale would not 
have occurred but for drought, flood, or 
weather-related conditions that resulted in 
the area being designated as eligible for Fed-
eral assistance. This exception is generally 
intended to put taxpayers who receive an un-
usually high amount of income in one year 
in the position they would have been in ab-
sent the weather-related condition. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the appli-

cable period for a taxpayer to replace live-
stock sold on account of drought, flood, or 
other weather-related conditions from two 
years to four years after the close of the first 
taxable year in which any part of the gain on 
conversion is realized. The extension is only 
available if the taxpayer establishes that, 
under the taxpayer’s usual business prac-
tices, the sale would not have occurred but 
for drought, flood, or weather-related condi-
tions that resulted in the area being des-
ignated as eligible for Federal assistance. In 
addition, the Secretary of the Treasury is 
granted authority to further extend the re-
placement period on a regional basis should 
the weather-related conditions continue 
longer than three years. For property eligi-
ble for the provision’s extended replacement 
period, the provision provides that the tax-
payer can make an election under section 
451(e) until the period for reinvestment of 
such property under section 1033 expires. 

Effective date.—The Senate amendment 
provision is effective for any taxable year 
with respect to which the due date (without 
regard to extensions) for the return is after 
December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Exclusion from gross income for amounts 

paid under National Health Service Corps 
loan repayment program (sec. 413 of the 
of the Senate amendment and sec. 108 of 
the Code) 

PRESENT LAW 
The National Health Service Corps Loan 

Repayment Program (the ‘‘NHSC Loan Re-
payment Program’’) provides loan repay-
ments to participants on condition that the 
participants provide certain services. In the 
case of the NHSC Loan Repayment Program, 
the recipient of the loan repayment is obli-
gated to provide medical services in a geo-
graphic area identified by the Public Health 
Service as having a shortage of health-care 
professionals. Loan repayments may be as 
much as $35,000 per year of service plus a tax 
assistance payment of 39 percent of the re-
payment amount. 

Generally, gross income means all income 
from whatever source derived including in-
come for the discharge of indebtedness. How-
ever, gross income does not include dis-
charge of indebtedness income if: (1) the dis-
charge occurs in a Title 11 case; (2) the dis-
charge occurs when the taxpayer is insol-
vent; (3) the indebtedness discharged is 
qualified farm indebtedness; or (4) except in 
the case of a C corporation, the indebtedness 
discharged is qualified real property business 
indebtedness. 

Because the loan repayments provided 
under the NHSC Loan Repayment Program 
are not specifically excluded from gross in-
come, they are gross income to the recipient. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision excludes 

from gross income loan repayments provided 
under the NHSC Loan Repayment Program. 

Effective date.—The Senate amendment 
provision is effective with respect to 
amounts received by an individual in taxable 
years beginning after December 31, 2002. 

CONFERENCE AGREEMENT 
The Conference agreement does not in-

clude the Senate amendment provision. 
4. Payment of dividends on stock of coopera-

tives without reducing patronage divi-
dends (sec. 414 of the Senate amendment 
and sec. 1388 of the Code) 

PRESENT LAW 
Under present law, cooperatives generally 

are entitled to deduct or exclude amounts 
distributed as patronage dividends in accord-
ance with Subchapter T of the Code. In gen-
eral, patronage dividends are comprised of 
amounts that are paid to patrons (1) on the 
basis of the quantity or value of business 
done with or for patrons, (2) under a valid 
and enforceable obligation to pay such 
amounts that was in existence before the co-
operative received the amounts paid, and (3) 
which are determined by reference to the net 
earnings of the cooperative from business 
done with or for patrons. 

Treasury Regulations provide that net 
earnings are reduced by dividends paid on 
capital stock or other proprietary capital in-
terests (referred to as the ‘‘dividend alloca-
tion rule’’).319 The dividend allocation rule 
has been interpreted to require that such 
dividends be allocated between a coopera-
tive’s patronage and nonpatronage oper-
ations, with the amount allocated to the pa-
tronage operations reducing the net earnings 
available for the payment of patronage divi-
dends. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides a special 

rule for dividends on capital stock of a coop-
erative. To the extent provided in organiza-
tional documents of the cooperative, divi-
dends on capital stock do not reduce patron-
age income and do not prevent the coopera-
tive from being treated as operating on a co-
operative basis. 

Effective date.—The Senate amendment 
provision is effective for distributions made 
in taxable years ending after the date of en-
actment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
VII. SIMPLIFICATION AND OTHER PROVISIONS 

A. Establish Uniform Definition of a Quali-
fying Child (Secs. 501 Through 508 of the 
Senate Amendment and Secs. 2, 21, 24, 32, 
151, and 152 of the Code) 

PRESENT LAW 
In general 

Present law contains five commonly used 
provisions that provide benefits to taxpayers 
with children: (1) the dependency exemption; 
(2) the child credit; (3) the earned income 
credit; (4) the dependent care credit; and (5) 
head of household filing status. Each provi-
sion has separate criteria for determining 
whether the taxpayer qualifies for the appli-
cable tax benefit with respect to a particular 
child. The separate criteria include factors 
such as the relationship (if any) the child 
must bear to the taxpayer, the age of the 
child, and whether the child must live with 
the taxpayer. Thus, a taxpayer is required to 
apply different definitions to the same indi-
vidual when determining eligibility for these 
provisions, and an individual who qualifies a 
taxpayer for one provision does not auto-
matically qualify the taxpayer for another 
provision. 
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320 Secs. 151 and 152. Under the statutory structure, 
section 151 provides for the deduction for personal 
exemptions with respect to ‘‘dependents.’’ The term 
‘‘dependent’’ is defined in section 152. Most of the re-
quirements regarding dependents are contained in 
section 152; section 151 contains additional require-
ments that must be satisfied in order to obtain a de-
pendency exemption with respect to a dependent (as 
so defined). In particular, section 151 contains the 
gross income test, the rules relating to married de-
pendents filing a joint return, and the requirement 
for a taxpayer identification number. The other 
rules discussed here are contained in section 151. 

321 Sec. 151(d)(3). 
322 A legally adopted child who does not satisfy the 

residency or citizenship requirement may neverthe-
less qualify as a dependent (provided other applica-
ble requirements are met) if (1) the child’s principal 
place of abode is the taxpayer’s home and (2) the 
taxpayer is a citizen or national of the United 
States. Sec. 152(b)(3). 

323 This restriction does not apply if the return was 
filed solely to obtain a refund and no tax liability 
would exist for either spouse if they filed separate 
returns. Rev. Rul. 54–567, 1954–2 C.B. 108. 

324 Treas. Reg. sec. 1.152–1(b). 

325 Id. 
326 Id. 
327 Rev. Rul. 66–28, 1966–1 C.B. 31.
328 In the case of a son, daughter, stepson, or step-

daughter of the taxpayer who is a full-time student, 
scholarships are not taken into account for purpose 
of the support test. Sec. 152(d). 

329 For purposes of this rule, a ‘‘child’’ means a son, 
daughter, stepson, or stepdaughter (including an 
adopted child or foster child, or child placed with 
the taxpayer for adoption). Sec. 152(e)(1)(A). 

330 Special support rules also apply in the case of 
certain pre–1985 agreements between divorced or le-
gally separated parents. Sec. 152(e)(4). 

331 Certain income from sheltered workshops is not 
taken into account in determining the gross income 
of permanently and totally disabled individuals. 
Sec. 151(c)(5). 

332 Sec. 151(c). 
333 Sec. 32. 
334 A child who is legally adopted or placed with 

the taxpayer for adoption by an authorized adoption 
agency is treated as the taxpayer’s own child. Sec. 
32(c)(3)(B)(iv). 

335 Sec. 32(c)(3)(B)(ii).
336 The principal place of abode of a member of the 

Armed Services is treated as in the United States 
during any period during which the individual is sta-
tioned outside the United States on active duty. 
Sec. 32(c)(4). 

337 IRS Publication 596, Earned Income Credit 
(EIC), at 13. H. Rep. 101–964 (October 27, 1990), at 1037. 

Dependency exemption 320 

In general 
Taxpayers are entitled to a personal ex-

emption deduction for the taxpayer, his or 
her spouse, and each dependent. For 2003, the 
amount deductible for each personal exemp-
tion is $3,050. The deduction for personal ex-
emptions is phased out for taxpayers with in-
comes above certain thresholds.321 

In general, a taxpayer is entitled to a de-
pendency exemption for an individual if the 
individual: (1) satisfies a relationship test or 
is a member of the taxpayer’s household for 
the entire taxable year; (2) satisfies a sup-
port test; (3) satisfies a gross income test or 
is a child of the taxpayer under a certain 
age; (4) is a citizen or resident of the U.S. or 
resident of Canada or Mexico; 322 and (5) did 
not file a joint return with his or her spouse 
for the year.323 In addition, the taxpayer 
identification number of the individual must 
be included on the taxpayer’s return. 

Relationship or member of household test 
Relationship test.—The relationship test is 

satisfied if an individual is the taxpayer’s (1) 
son or daughter or a descendant of either 
(e.g., grandchild or great-grandchild); (2) 
stepson or stepdaughter; (3) brother or sister 
(including half brother, half sister, step-
brother, or stepsister); (4) parent, grand-
parent, or other direct ancestor (but not fos-
ter parent); (5) stepfather or stepmother; (6) 
brother or sister of the taxpayer’s father or 
mother; (7) son or daughter of the taxpayer’s 
brother or sister; or (8) the taxpayer’s father-
in-law, mother-in-law, son-in-law, daughter-
in-law, brother-in-law, or sister-in-law. 

An adopted child (or a child who is a mem-
ber of the taxpayer’s household and who has 
been placed with the taxpayer for adoption) 
is treated as a child of the taxpayer. A foster 
child is treated as a child of the taxpayer if 
the foster child is a member of the tax-
payer’s household for the entire taxable 
year. 

Member of household test.—If the relation-
ship test is not satisfied, then the individual 
may be considered the dependent of the tax-
payer if the individual is a member of the 
taxpayer’s household for the entire year. 
Thus, a taxpayer may be eligible to claim a 
dependency exemption with respect to an un-
related child who lives with the taxpayer for 
the entire year. 

For the member of household test to be 
satisfied, the taxpayer must both maintain 
the household and occupy the household 
with the individual.324 A taxpayer or other 
individual does not fail to be considered a 
member of a household because of ‘‘tem-
porary’’ absences due to special cir-
cumstances, including absences due to ill-
ness, education, business, vacation, and mili-

tary service.325 Similarly, an individual does 
not fail to be considered a member of the 
taxpayer’s household due to a custody agree-
ment under which the individual is absent 
for less than six months.326 Indefinite ab-
sences that last for more than the taxable 
year may be considered ‘‘temporary.’’ For 
example, the IRS has ruled that an elderly 
woman who was indefinitely confined to a 
nursing home was temporarily absent from a 
taxpayer’s household. Under the facts of the 
ruling, the woman had been an occupant of 
the household before being confined to a 
nursing home, the confinement had extended 
for several years, and it was possible that 
the woman would die before becoming well 
enough to return to the taxpayer’s house-
hold. There was no intent on the part of the 
taxpayer or the woman to change her prin-
cipal place of abode.327 

Support test 
In general.—The support test is satisfied if 

the taxpayer provides over one half of the 
support of the individual for the taxable 
year. To determine whether a taxpayer has 
provided more than one half of an individ-
ual’s support, the amount the taxpayer con-
tributed to the individual’s support is com-
pared with the entire amount of support the 
individual received from all sources, includ-
ing the individual’s own funds.328 Govern-
mental payments and subsidies (e.g., Tem-
porary Assistance to Needy Families, food 
stamps, and housing) generally are treated 
as support provided by a third party. Ex-
penses that are not directly related to any 
one member of a household, such as the cost 
of food for the household, must be divided 
among the members of the household. If any 
person furnishes support in kind (e.g., in the 
form of housing), then the fair market value 
of that support must be determined. 

Multiple support agreements.—In some cases, 
no one taxpayer provides more than one half 
of the support of an individual. Instead, two 
or more taxpayers, each of whom would be 
able to claim a dependency exemption but 
for the support test, together provide more 
than one half of the individual’s support. If 
this occurs, the taxpayers may agree to des-
ignate that one of the taxpayers who individ-
ually provides more than 10 percent of the 
individual’s support can claim a dependency 
exemption for the child. Each of the others 
must sign a written statement agreeing not 
to claim the exemption for that year. The 
statements must be filed with the income 
tax return of the taxpayer who claims the 
exemption. 

Special rules for divorced or legally separated 
parents.—Special rules apply in the case of a 
child of divorced or legally separated parents 
(or parents who live apart at all times during 
the last six months of the year) who provide 
over one half the child’s support during the 
calendar year.329 If such a child is in the cus-
tody of one or both of the parents for more 
than one half of the year, then the parent 
having custody for the greater portion of the 
year is deemed to satisfy the support test; 
however, the custodial parent may release 
the dependency exemption to the noncusto-
dial parent by filing a written declaration 
with the IRS.330 

Gross income test 

In general, an individual may not be 
claimed as a dependent of a taxpayer if the 
individual has gross income that is at least 
equal to the personal exemption amount for 
the taxable year.331 If the individual is the 
child of the taxpayer and under age 19 (or 
under age 24, if a full-time student), the 
gross income test does not apply.332 For pur-
poses of this rule, a ‘‘child’’ means a son, 
daughter, stepson, or stepdaughter (includ-
ing an adopted child of the taxpayer, a foster 
child who resides with the taxpayer for the 
entire year, or a child placed with the tax-
payer for adoption by an authorized adoption 
agency). 

Earned income credit 333 

In general 

In general, the earned income credit is a 
refundable credit for low-income workers. 
The amount of the credit depends on the 
earned income of the taxpayer and whether 
the taxpayer has one, more than one, or no 
‘‘qualifying children.’’ In order to be a quali-
fying child for the earned income credit, an 
individual must satisfy a relationship test, a 
residency test, and an age test. In addition, 
the name, age, and taxpayer identification 
number of the qualifying child must be in-
cluded on the return. 

Relationship test 

An individual satisfies the relationship 
test under the earned income credit if the in-
dividual is the taxpayer’s: (1) son, daughter, 
stepson, or stepdaughter, or a descendant of 
any such individual;334 (2) brother, sister, 
stepbrother, or stepsister, or a descendant of 
any such individual, who the taxpayer cares 
for as the taxpayer’s own child; or (3) eligible 
foster child. An eligible foster child is an in-
dividual (1) who is placed with the taxpayer 
by an authorized placement agency, and (2) 
who the taxpayer cares for as her or his own 
child. A married child of the taxpayer is not 
treated as meeting the relationship test un-
less the taxpayer is entitled to a dependency 
exemption with respect to the married child 
(e.g., the support test is satisfied) or would 
be entitled to the exemption if the taxpayer 
had not waived the exemption to the non-
custodial parent.335 

Residency test 

The residency test is satisfied if the indi-
vidual has the same principal place of abode 
as the taxpayer for more than one half of the 
taxable year. The residence must be in the 
United States.336 As under the dependency 
exemption (and head of household filing sta-
tus), temporary absences due to special cir-
cumstances, including absences due to ill-
ness, education, business, vacation, and mili-
tary service are not treated as absences for 
purposes of determining whether the resi-
dency test is satisfied.337 Under the earned 
income credit, there is no requirement that 
the taxpayer maintain the household in 
which the taxpayer and the qualifying indi-
vidual reside. 
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338 Sec. 24. 
339 Economic Growth and Tax Relief Reconciliation 

Act of 2001 (‘‘EGTRRA’’), Pub. L. No. 107–16, sec. 
901(a) (2001) (making, by way of the EGTRRA sunset 
provision, the increase in the child credit inappli-
cable to taxable years beginning after December 31, 
2010). 

340 340 The child credit does not apply with respect 
to a child who is a resident of Canada or Mexico and 
is not a U.S. citizen, even if a dependency exemption 
is available with respect to the child. Sec. 24(c)(2). 
The child credit is, however, available with respect 
to a child dependent who is not a resident or citizen 
of the United States if: (1) the child has been legally 
adopted by the taxpayer; (2) the child’s principal 
place of abode is the taxpayer’s home; and (3) the 
taxpayer is a U.S. citizen or national. See sec. 
24(c)(2) and sec. 152(b)(3). 

341 Sec. 24(d). 
342 342 Sec. 21. 
343 Although such an individual must be a depend-

ent of the taxpayer as defined in section 152, it is not 
required that the taxpayer be entitled to a depend-
ency exemption with respect to the individual under 
section 151. Thus, such an individual may be a quali-
fying individual for purposes of the dependent care 
credit, even though the taxpayer is not entitled to a 
dependency exemption because the individual does 
not meet the gross income test. 

344 Sec. 21(e)(5). 
345 Sec. 2(b). 
346 Sec. 2(b)(1)(A)(ii), as qualified by sec. 2(b)(3)(B). 

An individual for whom the taxpayer is entitled to 
claim a dependency exemption by reason of a mul-
tiple support agreement does not qualify the tax-
payer for head of household filing status. 

347 The provision eliminates the present-law rule 
requiring that if a child is the taxpayer’s sibling or 
stepsibling or a descendant of any such individual, 
the taxpayer must care for the child as if the child 
were his or her own child. 

348 The provision retains the present-law definition 
of full-time student set forth in section 151(c)(4). 

349 Individuals who satisfy the present-law depend-
ency tests and who are not qualifying children are 

Continued

Age test 
In general, the age test is satisfied if the 

individual has not attained age 19 as of the 
close of the calendar year. In the case of a 
full-time student, the age test is satisfied if 
the individual has not attained age 24 as of 
the close of the calendar year. In the case of 
an individual who is permanently and totally 
disabled, no age limit applies. 
Child credit 338 

Taxpayers with incomes below certain 
amounts are eligible for a child credit for 
each qualifying child of the taxpayer. The 
amount of the child credit is up to $600, in 
the case of taxable years beginning in 2003 or 
2004. The child credit increases to $700 for 
taxable years beginning in 2005 through 2008, 
$800 for taxable years beginning in 2009, and 
$1,000 for taxable years beginning in 2010. 
The credit declines to $500 in taxable year 
2011.339 For purposes of this credit, a quali-
fying child is an individual: (1) with respect 
to whom the taxpayer is entitled to a de-
pendency exemption for the year; (2) who 
satisfies the same relationship test applica-
ble to the earned income credit; and (3) who 
has not attained age 17 as of the close of the 
calendar year. In addition, the child must be 
a citizen or resident of the United States.340 
A portion of the child credit is refundable 
under certain circumstances.341 
Dependent care credit 342 

The dependent care credit may be claimed 
by a taxpayer who maintains a household 
that includes one or more qualifying individ-
uals and who has employment-related ex-
penses. A qualifying individual means (1) a 
dependent of the taxpayer under age 13 for 
whom the taxpayer is entitled to a depend-
ency exemption, (2) a dependent of the tax-
payer who is physically or mentally incapa-
ble of caring for himself or herself,343 or (3) 
the spouse of the taxpayer, if the spouse is 
physically or mentally incapable of caring 
for himself or herself. In addition, a taxpayer 
identification number for the qualifying in-
dividual must be included on the return. 

A taxpayer is considered to maintain a 
household for a period if over one half the 
cost of maintaining the household for the pe-
riod is furnished by the taxpayer (or, if mar-
ried, the taxpayer and his or her spouse). 
Costs of maintaining the household include 
expenses such as rent, mortgage interest 
(but not principal), real estate taxes, insur-
ance on the home, repairs (but not home im-
provements), utilities, and food eaten in the 
home. 

A special rule applies in the case of a child 
who is under age 13 or is physically or men-

tally incapable of caring for himself or her-
self if the custodial parent has waived his or 
her dependency exemption to the noncusto-
dial parent.344 For the dependent care credit, 
the child is treated as a qualifying individual 
with respect to the custodial parent, not the 
parent entitled to claim the dependency ex-
emption. 
Head of household filing status 345 

A taxpayer may claim head of household 
filing status if the taxpayer is unmarried 
(and not a surviving spouse) and pays more 
than one half of the cost of maintaining as 
his or her home a household which is the 
principal place of abode for more than one 
half of the year of (1) an unmarried son, 
daughter, stepson or stepdaughter of the tax-
payer or an unmarried descendant of the tax-
payer’s son or daughter, (2) an individual de-
scribed in (1) who is married, if the taxpayer 
may claim a dependency exemption with re-
spect to the individual (or could claim the 
exemption if the taxpayer had not waived 
the exemption to the noncustodial parent), 
or (3) a relative with respect to whom the 
taxpayer may claim a dependency exemp-
tion.346 If certain other requirements are sat-
isfied, head of household filing status also 
may be claimed if the taxpayer is entitled to 
a dependency exemption with respect to one 
of the taxpayer’s parents. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Description of provision 

In general 
The Senate amendment provision estab-

lishes a uniform definition of qualifying 
child for purposes of the dependency exemp-
tion, the child credit, the earned income 
credit, the dependent care credit, and head of 
household filing status. A taxpayer may 
claim an individual who does not meet the 
uniform definition of qualifying child (with 
respect to any taxpayer) as a dependent if 
the present-law dependency requirements 
are satisfied. The Senate amendment provi-
sion does not modify other parameters of 
each tax benefit (e.g., the earned income re-
quirements of the earned income credit) or 
the rules for determining whether individ-
uals other than children qualify for each tax 
benefit. 

Under the uniform definition, in general, a 
child is a qualifying child of a taxpayer if the 
child satisfies each of three tests: (1) the 
child has the same principal place of abode 
as the taxpayer for more than one half the 
taxable year; (2) the child has a specified re-
lationship to the taxpayer; and (3) the child 
has not yet attained a specified age. A tie-
breaking rule applies if more than one tax-
payer claims a child as a qualifying child. 

Under the Senate amendment provision, 
the present-law support and gross income 
tests for determining whether an individual 
is a dependent generally do not apply to a 
child who meets the requirements of the uni-
form definition of qualifying child. 

Residency test 
Under the uniform definition’s residency 

test, a child must have the same principal 
place of abode as the taxpayer for more than 
one half of the taxable year. It is intended 
that, as is the case under present law, tem-
porary absences due to special cir-
cumstances, including absences due to ill-
ness, education, business, vacation, or mili-

tary service, would not be treated as ab-
sences.

Relationship test 
In order to be a qualifying child under the 

Senate amendment provision, the child must 
be the taxpayer’s son, daughter, stepson, 
stepdaughter, brother, sister, stepbrother, 
stepsister, or a descendant of any such indi-
vidual. A legally adopted individual of the 
taxpayer, or an individual who is placed with 
the taxpayer by an authorized placement 
agency for adoption by the taxpayer, is 
treated as a child of such taxpayer by blood. 
A foster child who is placed with the tax-
payer by an authorized placement agency or 
by judgment, decree, or other order of any 
court of competent jurisdiction is treated as 
the taxpayer’s child.347 

Age test 
Under the Senate amendment provision, 

the age test varies depending upon the tax 
benefit involved. In general, a child must be 
under age 19 (or under age 24 in the case of 
a full-time student) in order to be a quali-
fying child.348 In general, no age limit ap-
plies with respect to individuals who are to-
tally and permanently disabled within the 
meaning of section 22(e)(3) at any time dur-
ing the calendar year. The Senate amend-
ment provision retains the present-law re-
quirements that a child must be under age 13 
(if he or she is not disabled) for purposes of 
the dependent care credit, and under age 17 
(whether or not disabled) for purposes of the 
child credit. 

Children who support themselves 
Under the Senate amendment provision, a 

child who provides over one half of his or her 
own support generally is not considered a 
qualifying child of another taxpayer. The 
Senate amendment provision retains the 
present-law rule, however, that a child who 
provides over one half of his or her own sup-
port may constitute a qualifying child of an-
other taxpayer for purposes of the earned in-
come credit. 

Tie-breaking rules 
If a child would be a qualifying child with 

respect to more than one individual (e.g., a 
child lives with his or her mother and grand-
mother in the same residence) and more than 
one person claims a benefit with respect to 
that child, then the following ‘‘tie-breaking’’ 
rules apply. First, if only one of the individ-
uals claiming the child as a qualifying child 
is the child’s parent, the child is deemed the 
qualifying child of the parent. Second, if 
both parents claim the child and the parents 
do not file a joint return, then the child is 
deemed a qualifying child first with respect 
to the parent with whom the child resides for 
the longest period of time, and second with 
respect to the parent with the highest ad-
justed gross income. Third, if the child’s par-
ents do not claim the child, then the child is 
deemed a qualifying child with respect to the 
claimant with the highest adjusted gross in-
come. 

Interaction with present-law rules 
Taxpayers may claim an individual who 

does not meet the uniform definition of 
qualifying child with respect to any taxpayer 
as a dependent if the present-law dependency 
requirements (including the gross income 
and support tests) are satisfied.349 Thus, for 
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referred to as ‘‘qualifying relatives’’ under the pro-
vision. 

example, a taxpayer may claim a parent as a 
dependent if the taxpayer provides more 
than one half of the support of the parent 
and the parent’s gross income is less than 
the exemption amount. 

Children who are U.S. citizens living 
abroad or non-U.S. citizens living in Canada 
or Mexico may qualify as a qualifying child, 
as is the case under the present-law depend-
ency tests. A legally adopted child who does 
not satisfy the residency or citizenship re-
quirement may nevertheless qualify as a 
qualifying child (provided other applicable 
requirements are met) if (1) the child’s prin-
cipal place of abode is the taxpayer’s home 
and (2) the taxpayer is a citizen or national 
of the United States. 

Children of divorced or legally separated par-
ents 

The Senate amendment provision gen-
erally retains the present-law rule that al-
lows a custodial parent to release the claim 
to a dependency exemption and the child 
credit to a noncustodial parent. Thus, the 
Senate amendment provision generally 
grandfathers those custodial waivers that 
are in place and effective on the date of en-
actment, and generally retains the custodial 
waiver rule for purposes of the dependency 
exemption and the child credit for decrees of 
divorce or separate maintenance or written 
separation agreements that become effective 
after the date of enactment. Under the Sen-
ate amendment provision, the custodial 
waiver rules do not affect eligibility with re-
spect to children of divorced or legally sepa-
rated parents for purposes of the earned in-
come credit, the dependent care credit, and 
head of household filing status. 

Other provisions 
The Senate amendment provision retains 

the applicable present-law requirements that 
a taxpayer identification number for a child 
be provided on the taxpayer’s return. For 
purposes of the earned income credit, a 
qualifying child is required to have a social 
security number that is valid for employ-
ment in the United States (that is, the child 
must be a U.S. citizen, permanent resident, 
or have a certain type of temporary visa).
Effect of Senate amendment provision on par-

ticular tax benefits 

Dependency exemption 
For purposes of the dependency exemption, 

the Senate amendment provision defines a 
dependent as a qualifying child or a quali-
fying relative. The qualifying child test 
eliminates the support test (other than in 
the case of a child who provides more than 
one half of his or her own support), and re-
places it with the residency requirement de-
scribed above. Further, the present-law gross 
income test does not apply to a qualifying 
child. The rules relating to multiple support 
agreements do not apply with respect to 
qualifying children because the support test 
does not apply to them. Special tie-breaking 
rules (described above) apply if more than 
one taxpayer claims a qualifying child under 
the Senate amendment provision. These tie-
breaking rules do not apply if a child con-
stitutes a qualifying child with respect to 
multiple taxpayers, but only one eligible 
taxpayer actually claims the qualifying 
child. 

The Senate amendment provision permits 
taxpayers to continue to apply the present-
law dependency exemption rules to claim a 
dependency exemption for a qualifying rel-
ative who does not satisfy the qualifying 
child definition. In such cases, the present-
law gross income and support tests, includ-
ing the special rules for multiple support 

agreements, the special rules relating to in-
come of handicapped dependents, and the 
special support test in case of students, con-
tinue to apply for purposes of the depend-
ency exemption. 

As is the case under present law, a child 
who provides over half of his or her own sup-
port is not considered a dependent of another 
taxpayer under the Senate amendment pro-
vision. Further, an individual shall not be 
treated as a dependent of a taxpayer if such 
individual has filed a joint return with the 
individual’s spouse for the taxable year. 

Earned income credit 
In general, the Senate amendment provi-

sion adopts a definition of qualifying child 
that is similar to the present-law definition 
under the earned income credit. The present-
law requirement that a foster child and cer-
tain other children be cared for as the tax-
payer’s own child is eliminated. The present-
law tie-breaker rule applicable to the earned 
income credit is used for purposes of the uni-
form definition of qualifying child. The Sen-
ate amendment provision retains the 
present-law requirement that the taxpayer’s 
principal place of abode must be in the 
United States. 

Child credit 
The present-law child credit generally uses 

the same relationships to define an eligible 
child as the uniform definition. The present-
law requirement that a foster child and cer-
tain other children be cared for as the tax-
payer’s own child is eliminated. The age lim-
itation under the Senate amendment provi-
sion retains the present-law requirement 
that the child must be under age 17, regard-
less of whether the child is disabled. 

Dependent care credit 
The present-law requirement that a tax-

payer maintain a household in order to claim 
the dependent care credit is eliminated. 
Thus, if other applicable requirements are 
satisfied, a taxpayer may claim the depend-
ent care credit with respect to a child who 
lives with the taxpayer for more than one 
half the year, even if the taxpayer does not 
provide more than one half of the cost of 
maintaining the household. 

The rules for determining eligibility for 
the credit with respect to an individual who 
is physically or mentally incapable of caring 
for himself or herself are amended to include 
a requirement that the taxpayer and the de-
pendent have the same principal place of 
abode for more than one half the taxable 
year. 

Head of household filing status 
Under the Senate amendment provision, a 

taxpayer qualifies for head of household fil-
ing status with respect to a child who is a 
qualifying child as defined under the Senate 
amendment provision. An individual who is 
not a qualifying child will qualify the tax-
payer for head of household status only if, as 
is the case under present law, the individual 
is a dependent of the taxpayer and the tax-
payer is entitled to a dependency exemption 
for such individual, or the individual is the 
taxpayer’s father or mother and certain 
other requirements are satisfied. Thus, under 
the Senate amendment provision a taxpayer 
is eligible for head of household filing status 
only with respect to a qualifying child or an 
individual for whom the taxpayer is entitled 
to a dependency exemption. 

The Senate amendment provision retains 
the present-law requirement that the tax-
payer provide over one half the cost of main-
taining the household. 
Effective date 

The Senate amendment provision is effec-
tive for taxable years beginning after De-
cember 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
B. Other Simplification Provisions 

1. Consolidation of life insurance and nonlife 
companies (sec. 511 of the Senate amend-
ment and sec. 1504 of the Code) 

PRESENT LAW 
Under present law, an affiliated group of 

corporations means one or more chains of in-
cludible corporations connected through 
stock ownership with a common parent cor-
poration (sec. 1504(a)(1)). The stock owner-
ship requirement consists of an 80–percent 
voting and value test. In general, an affili-
ated group of corporations may file a con-
solidated tax return for Federal income tax 
purposes. 

Life insurance companies (subject to tax 
under section 801) generally are not treated 
as includible corporations, and therefore 
may not be included in a consolidated return 
of an affiliated group including nonlife-in-
surance companies, unless the common par-
ent of the group elects to treat the life insur-
ance companies as includible corporations 
(sec. 1504(c)(2)). 

Under the election to treat life insurance 
companies as includible corporations of an 
affiliated group, two special 5–year limita-
tion rules apply. The first 5–year rule pro-
vides that a life insurance company may not 
be treated as an includible corporation until 
it has been a member of the group for the 5 
taxable years immediately preceding the 
taxable year for which the consolidated re-
turn is filed (sec. 1504(c)(2)). The second 5–
year rule provides that any net operating 
loss of a nonlife-insurance member of the 
group may not offset the taxable income of a 
life insurance member for any of the first 5 
years the life and nonlife-insurance corpora-
tions have been members of the same affili-
ated group (sec. 1503(c)(2)). This rule applies 
to nonlife losses for the current taxable year 
or as a carryover or carryback. 

A separate 35–percent limitation also ap-
plies under the election to treat life insur-
ance companies as includible corporations of 
an affiliated group (sec. 1503(c)(1)). This rule 
provides that if the non-life-insurance mem-
bers of the group have a net operating loss, 
then the amount of the loss that is not ab-
sorbed by carrybacks against the nonlife-in-
surance members’ income may offset the life 
insurance members’ income only to the ex-
tent of the lesser of: (1) 35 percent of the 
amount of the loss; or (2) 35 percent of the 
life insurance members’ taxable income. The 
unused portion of the loss is available as a 
carryover and is added to subsequent-year 
losses, subject to the same 35-percent limita-
tion. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision repeals 

the 5–year limitation providing that a life in-
surance company may not be treated as an 
includible corporation until it has been a 
member of the group for the 5 taxable years 
immediately preceding the taxable year for 
which the consolidated return is filed (sec. 
1504(c)(2)). The provision also repeals the 
rule that a life insurance corporation is not 
an includible corporation unless the common 
parent makes an election to treat life insur-
ance companies as includible corporations 
(sec. 1504(c)(1)). Thus, under the provision, a 
life insurance company is treated as an in-
cludible corporation starting with the first 
taxable year for which it becomes a member 
of the affiliated group and otherwise meets 
the definition of an includible corporation. 
The provision retains the 5–year rule of sec-
tion 1503(c)(2), as well as the 35–percent limi-
tation of present-law section 1503(c)(1) with 
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350 Section 355(b). If the distributing corporation 
had no assets other than stock or securities in the 
controlled corporations immediately before the dis-
tribution, then each of the controlled corporations 
must be engaged immediately after the distribution 
in the active conduct of a trade or business. 

351 Section 355(b)(2)(A). 
352 Rev. Proc. 2003–3, sec. 4.01(30), 2003–1 I.R.B. 113. 
353 Rev. Proc. 96–30, sec. 4.03(5), 1996–1 C.B. 696; Rev. 

Proc. 77–37, sec. 3.04, 1977–2 C.B. 568. 

respect to any life insurance company that is 
an includible corporation of an affiliated 
group. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2009. No affiliated 
group terminates solely by reason of the pro-
vision. Under regulations, the provision 
waives the 5–year waiting period for re-
consolidation under section 1504(a)(3), in the 
case of any corporation that was previously 
an includible corporation, but was subse-
quently deemed not to be an includible cor-
poration as a result of becoming a subsidiary 
of a corporation that was not an includible 
corporation solely by reason of the 5–year 
rule of section 1504(c)(2) (providing that a life 
insurance company may not be treated as an 
includible corporation until it has been a 
member of the group for the 5 taxable years 
immediately preceding the taxable year for 
which the consolidated return is filed). 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Suspension of reduction of deductions for 

mutual life insurance companies and of 
policyholder surplus accounts of life in-
surance companies (sec. 512 of the Senate 
amendment and secs. 809 and 815 of the 
Code) 

PRESENT LAW 
Reduction in deductions for policyholder divi-

dends and reserves of mutual life insurance 
companies (sec. 809) 

In general, a corporation may not deduct 
amounts distributed to shareholders with re-
spect to the corporation’s stock. The Deficit 
Reduction Act of 1984 added a provision to 
the rules governing insurance companies 
that was intended to remedy the failure of 
prior law to distinguish between amounts re-
turned by mutual life insurance companies 
to policyholders as customers, and amounts 
distributed to them as owners of the mutual 
company. 

Under the provision, section 809, a mutual 
life insurance company is required to reduce 
its deduction for policyholder dividends by 
the company’s differential earnings amount. 
If the company’s differential earnings 
amount exceeds the amount of its deductible 
policyholder dividends, the company is re-
quired to reduce its deduction for changes in 
its reserves by the excess of its differential 
earnings amount over the amount of its de-
ductible policyholder dividends. The dif-
ferential earnings amount is the product of 
the differential earnings rate and the aver-
age equity base of a mutual life insurance 
company. 

The differential earnings rate is based on 
the difference between the average earnings 
rate of the 50 largest stock life insurance 
companies and the earnings rate of all mu-
tual life insurance companies. The mutual 
earnings rate applied under the provision is 
the rate for the second calendar year pre-
ceding the calendar year in which the tax-
able year begins. Under present law, the dif-
ferential earnings rate cannot be a negative 
number. 

A company’s equity base equals the sum 
of: (1) its surplus and capital increased by 50 
percent of the amount of any provision for 
policyholder dividends payable in the fol-
lowing taxable year; (2) the amount of its 
nonadmitted financial assets; (3) the excess 
of its statutory reserves over its tax re-
serves; and (4) the amount of any mandatory 
security valuation reserves, deficiency re-
serves, and voluntary reserves. A company’s 
average equity base is the average of the 
company’s equity base at the end of the tax-
able year and its equity base at the end of 
the preceding taxable year. 

A recomputation or ‘‘true-up’’ in the suc-
ceeding year is required if the differential 
earnings amount for the taxable year either 
exceeds, or is less than, the recomputed dif-
ferential earnings amount. The recomputed 
differential earnings amount is calculated 
taking into account the average mutual 
earnings rate for the calendar year (rather 
than the second preceding calendar year, as 
above). The amount of the true-up for any 
taxable year is added to, or deducted from, 
the mutual company’s income for the suc-
ceeding taxable year. 

For a mutual life insurance company’s tax-
able years beginning in 2001, 2002, or 2003, the 
differential earnings rate is treated as zero 
for purposes of computing both the differen-
tial earnings amount and the recomputed 
differential earnings amount (true-up). 
Distributions to shareholders from policyholders 

surplus account (sec. 815) 
Under the law in effect from 1959 through 

1983, a life insurance company was subject to 
a three-phase taxable income computation 
under Federal tax law. Under the three-phase 
system, a company was taxed on the lesser of 
its gain from operations or its taxable in-
vestment income (Phase I) and, if its gain 
from operations exceeded its taxable invest-
ment income, 50 percent of such excess 
(Phase II). Federal income tax on the other 
50 percent of the gain from operations was 
deferred, and was accounted for as part of a 
policyholder’s surplus account and, subject 
to certain limitations, taxed only when dis-
tributed to stockholders or upon corporate 
dissolution (Phase III). To determine wheth-
er amounts had been distributed, a company 
maintained a shareholders surplus account, 
which generally included the company’s pre-
viously taxed income that would be available 
for distribution to shareholders. Distribu-
tions to shareholders were treated as being 
first out of the shareholders surplus account, 
then out of the policyholders surplus ac-
count, and finally out of other accounts. 

The Deficit Reduction Act of 1984 included 
provisions that, for 1984 and later years, 
eliminated further deferral of tax on 
amounts (described above) that previously 
would have been deferred under the three-
phase system. Although for taxable years 
after 1983, life insurance companies may not 
enlarge their policyholders surplus account, 
the companies are not taxed on previously 
deferred amounts unless the amounts are 
treated as distributed to shareholders or sub-
tracted from the policyholders surplus ac-
count (sec. 815). 

Under present law, any direct or indirect 
distribution to shareholders from an existing 
policyholders surplus account of a stock life 
insurance company is subject to tax at the 
corporate rate in the taxable year of the dis-
tribution. Present law provides that any dis-
tribution to shareholders is treated as made 
(1) first out of the shareholders surplus ac-
count, to the extent thereof, (2) then out of 
the policyholders surplus account, to the ex-
tent thereof, and (3) finally, out of other ac-
counts. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Reduction in deductions for policyholder divi-

dends and reserves of mutual life insurance 
companies (sec. 809) 

The Senate amendment provision provides 
that for a mutual life insurance company’s 
taxable years beginning after December 31, 
2003, and before January 1, 2009, the differen-
tial earnings rate is treated as zero for pur-
poses of computing both the differential 
earnings amount and the recomputed dif-
ferential earnings amount (true-up), under 
the rules requiring reduction in certain de-

ductions of mutual life insurance companies 
(sec. 809). 
Distributions to shareholders from policyholders 

surplus account (sec. 815) 
The Senate amendment provision suspends 

for a life insurance company’s taxable year 
beginning after December 31, 2003, and before 
January 1, 2009, the application of the rules 
imposing income tax on distributions to 
shareholders from the policyholders surplus 
account of a life insurance company (sec. 
815). The Senate amendment provision also 
modifies the order in which distributions re-
duce the various accounts, so that distribu-
tions are treated as first made out of the pol-
icyholders surplus account, to the extent 
thereof, and then out of the shareholders sur-
plus account, and lastly out of other ac-
counts. 

Effective date.—The Senate amendment 
provisions relating to section 809 and section 
815 are effective for taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provisions. 
3. Section 355 ‘‘active business test’’ applied 

to chains of affiliated corporations (sec. 
513 of the Senate amendment and sec. 355 
of the Code) 

PRESENT LAW 
A corporation generally is required to rec-

ognize gain on the distribution of property 
(including stock of a subsidiary) to its share-
holders as if such property had been sold for 
its fair market value. An exception to this 
rule applies if the distribution of the stock of 
a controlled corporation satisfies the re-
quirements of section 355 of the Code. To 
qualify for tax-free treatment under section 
355, both the distributing corporation and 
the controlled corporation must be engaged 
immediately after the distribution in the ac-
tive conduct of a trade or business that has 
been conducted for at least five years and 
was not acquired in a taxable transaction 
during that period.350 For this purpose, a cor-
poration is engaged in the active conduct of 
a trade or business only if (1) the corporation 
is directly engaged in the active conduct of 
a trade or business, or (2) the corporation is 
not directly engaged in an active business, 
but substantially all of its assets consist of 
stock and securities of a corporation it con-
trols that is engaged in the active conduct of 
a trade or business.351 

In determining whether a corporation sat-
isfies the active trade or business require-
ment, the IRS position for advance ruling 
purposes is that the value of the gross assets 
of the trade or business being relied on must 
ordinarily constitute at least 5 percent of 
the total fair market value of the gross as-
sets of the corporation directly conducting 
the trade or business.352 However, if the cor-
poration is not directly engaged in an active 
trade or business, then the IRS takes the po-
sition that the ‘‘substantially all’’ test re-
quires that at least 90 percent of the fair 
market value of the corporation’s gross as-
sets consist of stock and securities of a con-
trolled corporation that is engaged in the ac-
tive conduct of a trade or business.353 

HOUSE BILL 
No provision. 
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354 For example, a holding company taxpayer that 
had distributed a controlled corporation in a spin-off 
prior to the date of enactment, in which spin-off the 
taxpayer satisfied the ‘‘substantially all’’ active 
business stock test of present law section 
355(b)(2)(A) immediately after the distribution, 
would not be deemed to have failed to satisfy any re-
quirement that it continue that same qualified 
structure for any period of time after the distribu-
tion, solely because of a restructuring that occurs 
after the date of enactment and that would satisfy 
the requirements of new section 355(b)(2)(A). 

355 Sec. 104(a)(2). 
356 Sec. 265(a)(1). 
357 Sec. 212. 
358 Sec. 67. 
359 Sec. 68. 

360 Kenseth v. Commissioner, 114 T.C. 399 (2000), aff’d 
259 F.3d 881 (7th Cir. 2001); Coady v. Commissioner, 213 
F.3d 1187 (9th Cir. 2000); Benci-Woodward v. Commis-
sioner, 219 F.3d 941 (9th Cir. 2000); Baylin v. United 
States, 43 F.3d 1451 (Fed. Cir. 1995). 

361 Cotnam v. Commissioner, 263 F.2d 119 (5th Cir. 
1959); Estate of Arthur Clarks v. United States, 202 F.3d 
854 (6th Cir. 2000); Srivastava v. Commissioner, 220 F.3d 
353 (5th Cir. 2000). In some of these cases, such as 
Cotnam, State law has been an important consider-
ation in determining that the claimant has no claim 
of right to the recovery. 

SENATE AMENDMENT 
Under the Senate amendment, the active 

business test is determined by reference to 
the relevant affiliated group. For the distrib-
uting corporation, the relevant affiliated 
group consists of the distributing corpora-
tion as the common parent and all corpora-
tions affiliated with the distributing cor-
poration through stock ownership described 
in section 1504(a)(1)(B) (regardless of whether 
the corporations are includible corporations 
under section 1504(b)). The relevant affiliated 
group for a controlled corporation is deter-
mined in a similar manner (with the con-
trolled corporation as the common parent). 

Effective date.—The Senate amendment ap-
plies to distributions after the date of enact-
ment, with three exceptions. The Senate 
amendment does not apply to distributions 
(1) made pursuant to an agreement which is 
binding on the date of enactment and at all 
times thereafter, (2) described in a ruling re-
quest submitted to the IRS on or before the 
date of enactment, or (3) described on or be-
fore the date of enactment in a public an-
nouncement or in a filing with the Securities 
and Exchange Commission. The distributing 
corporation may irrevocably elect not to 
have the exceptions described above apply. 

The Senate amendment also applies to any 
distribution prior to the date of enactment, 
but solely for the purpose of determining 
whether, after the date of enactment, the 
taxpayer continues to satisfy the require-
ments of section 355(b)(2)(A).354 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
C. Other Provisions 

1. Civil rights tax relief (sec. 521 of the Sen-
ate amendment and sec. 62 of the Code) 

PRESENT LAW 
Under present law, gross income generally 

does not include the amount of any damages 
(other than punitive damages) received 
(whether by suit or agreement and whether 
as lump sums or as periodic payments) by in-
dividuals on account of personal physical in-
juries (including death) or physical sick-
ness.355 Expenses relating to recovering such 
damages are generally not deductible.356 

Other damages are generally included in 
gross income. The related expenses to re-
cover the damages, including attorneys’ fees, 
are generally deductible as expenses for the 
production of income,357 subject to the two-
percent floor on itemized deductions.358 
Thus, such expenses are deductible only to 
the extent the taxpayer’s total miscella-
neous itemized deductions exceed two per-
cent of adjusted gross income. Any amount 
allowable as a deduction is subject to reduc-
tion under the overall limitation of itemized 
deductions if the taxpayer’s adjusted gross 
income exceeds a threshold amount.359 For 
purposes of the alternative minimum tax, no 
deduction is allowed for any miscellaneous 
itemized deduction. 

In some cases, claimants will engage an at-
torney to represent them on a contingent fee 

basis. That is, if the claimant recovers dam-
ages, a prearranged percentage of the dam-
ages will be paid to the attorney; if no dam-
ages are recovered, the attorney is not paid 
a fee. The proper tax treatment of contin-
gent fee arrangements with attorneys has 
been litigated in recent years. Some 
courts 360 have held that the entire amount of 
damages is income and that the claimant is 
entitled to a miscellaneous itemized deduc-
tion subject to both the two-percent floor as 
an expense for the production of income for 
the portion paid to the attorney and to the 
overall limitation on itemized deductions. 
Other courts have held that the portion of 
the recovery that is paid directly to the at-
torney is not income to the claimant, hold-
ing that the claimant has no claim of right 
to that portion of the recovery.361 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides an above-

the-line deduction for attorneys’ fees and 
costs paid by, or on behalf of, the taxpayer in 
connection with any action involving a 
claim of unlawful discrimination or certain 
claims against the Federal Government. The 
amount that may be deducted above-the-line 
may not exceed the amount includible in the 
taxpayer’s gross income for the taxable year 
on account of a judgment or settlement 
(whether by suit or agreement and whether 
as lump sum or periodic payments) resulting 
from such claim. 

Under the Senate amendment, ‘‘unlawful 
discrimination’’ means an act that is unlaw-
ful under certain provisions of any of the fol-
lowing: the Civil Rights Act of 1991, the Con-
gressional Accountability Act of 1995, the 
National Labor Relations Act, the Fair 
Labor Standards Act of 1938, the Age Dis-
crimination in Employment Act of 1967, the 
Rehabilitation Act of 1973, the Employee Re-
tirement Security Income Act of 1974, the 
Education Amendments of 1972, the Em-
ployee Polygraph Protection Act of 1988, the 
Worker Adjustment and Retraining Notifica-
tion Act, the Family and Medical Leave Act 
of 1993, chapter 43 of Title 38 of the United 
States Code, the Revised Statutes, the Civil 
Rights Act of 1964, the Fair Housing Act, the 
Americans with Disabilities Act of 1990, any 
provision of Federal law (popularly known as 
whistleblower protection provisions) prohib-
iting the discharge of an employee, discrimi-
nation against an employee, or any other 
form of retaliation or reprisal against an em-
ployee for asserting rights or taking other 
actions permitted under Federal law, or any 
provision of State or local law, or common 
law claims permitted under Federal, State, 
or local law providing for the enforcement of 
civil rights or regulating any aspect of the 
employment relationship, including prohib-
iting the discharge of an employee, discrimi-
nation against an employee, or any other 
form of retaliation or reprisal against an em-
ployee for asserting rights or taking other 
actions permitted by law. 

Effective date.—The Senate amendment is 
effective for fees and costs paid after the 
date of enactment with respect to any judg-
ment or settlement occurring after such 
date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
2. Increase section 382 limitation for certain 

corporations in bankruptcy (sec. 522 of 
the Senate amendment and sec. 382 of the 
Code) 

PRESENT LAW 
If a corporation with net operating losses 

experiences an ownership change, then the 
annual amount of pre-change net operating 
loss carryovers that it may use against post-
change income is limited. The basic annual 
post-change limit is the value of the corpora-
tion’s stock at the time of the ownership 
change, multiplied by the long-term tax-ex-
empt rate (prescribed by the Treasury de-
partment) applicable to the time of the 
change. 

In general, an ownership change occurs if, 
within a three-year period, there is a 50-per-
centage point increase in ownership by any 
one or more 5-percent shareholders. A special 
rule applies to bankruptcy situations. If a 
corporation is under the jurisdiction of a 
court in a title 11 or similar case, no owner-
ship change will occur if the shareholders 
and creditors of the old loss corporation, as 
a result of owning stock or debt of the old 
corporation, own at least 50 percent of the 
stock of the new loss corporation. Only in-
debtedness held for at least 18 months prior 
to the date of filing the title 11 or similar 
case counts for this purpose. In effect, such 
‘‘old and cold’’ creditors are treated as per-
sons who had effectively become share-
holders of the corporation prior to the own-
ership change, due to the impending bank-
ruptcy of the corporation. 

If ‘‘old and cold’’ creditors dispose of their 
debt to new persons and those persons be-
come shareholders as a result of owning that 
debt, the receipt of stock by those persons 
will be treated as the acquisition of stock by 
new shareholders, and can trigger an owner-
ship change that causes the section 382 limi-
tation to apply. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
For a limited time period, the Senate 

amendment doubles the amount of the sec-
tion 382 limitation applicable to corpora-
tions that experience an ownership change 
emerging from bankruptcy in a title 11 or 
similar case. The Senate amendment applies 
for a period of two taxable years to corpora-
tions that experience an ownership change in 
a title 11 or similar case after December 31, 
2002. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning in 2004 and 2005. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Increase in historic rehabilitation credit 

for residential housing for the elderly 
(sec. 523 of the Senate amendment and 
sec. 47 of the Code) 

PRESENT LAW 
Rehabilitation credit 

Present law provides a credit for rehabili-
tation expenditures (sec. 47). A 20-percent 
credit is provided for rehabilitation expendi-
tures with respect to a certified historic 
structure. For this purpose, a certified his-
toric structure means any building that is 
listed in the National Register, or that is lo-
cated in a registered historic district and is 
certified by the Secretary of the Interior to 
the Secretary of the Treasury as being of 
historic significance to the district. 

A building is treated as having been sub-
stantially rehabilitated only if the rehabili-
tation expenditures during the 24-month pe-
riod selected by the taxpayer and ending 
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362 The Senate amendment also repeals a transi-
tion rule to the Tax Reform Act of 1986 permitting 
the taxpayers who own the property described in 
sec. 251(d)(4)(X) of the Tax Reform Act of 1986 to use 
ACRS depreciation, in lieu of MACRS depreciation. 
This change enables such property to qualify for the 
provision. 

within the taxable year exceed the greater of 
the adjusted basis of the building (and its 
structural components), or $5,000. The tax-
payer’s depreciable basis in the property is 
reduced by any rehabilitation credit 
claimed. 
Low-income housing credit 

The low-income housing tax credit (sec. 42) 
may be claimed over a 10-year period for the 
cost of rental housing occupied by tenants 
having incomes below specified levels. The 
credit percentage for newly constructed or 
substantially rehabilitated housing that is 
not Federally subsidized is adjusted monthly 
by the Internal Revenue Service so that the 
10 annual installments have a present value 
of 70 percent of the total qualified expendi-
tures. The credit percentage for new substan-
tially rehabilitated housing that is Federally 
subsidized and for existing housing that is 
substantially rehabilitated is calculated to 
have a present value of 30 percent of quali-
fied expenditures. The aggregate credit au-
thority provided annually to each State is 
$1.75 per resident, except in the case of 
projects that also receive financing with pro-
ceeds of tax-exempt bonds issued subject to 
the private activity bond volume limit and 
certain carry-over amounts. The $1.75 per 
resident cap is indexed for inflation. 

Qualified basis with respect to which the 
credit may be computed is generally deter-
mined as the portion of the eligible basis of 
the qualified low-income building attrib-
utable to the low-income rental units. Quali-
fied basis generally is the taxpayer’s depre-
ciable basis in a qualified low-income build-
ing. In the case of a taxpayer who claims the 
rehabilitation credit for a qualified low-in-
come building, the taxpayer’s depreciable 
basis in the building is reduced by the 
amount of the rehabilitation credit claimed. 
In addition, eligible basis is reduced by any 
Federal grant received with respect to the 
building. A qualified low-income building is 
a building that meets certain compliance 
criteria and is depreciable under the modi-
fied accelerated cost recovery system 
(‘‘MACRS’’). 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment increases the 

present-law 20–percent credit for historic re-
habilitation expenses to 25 percent in the 
case of rehabilitation expenses incurred with 
respect to a building which is also a low-in-
come housing credit property in which sub-
stantially all of the tenants, both those ten-
ants in rent-restricted units and in other res-
idential units, are age 65 or greater. The Sen-
ate amendment permits the 25-percent reha-
bilitation credit to be claimed with respect 
to all parts of the building, not only those 
parts on which the taxpayer also claims the 
low-income housing credit.362 

Effective date.—The Senate amendment 
provision is effective for property placed in 
service after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
4. Modification of application of income fore-

cast method of depreciation (sec. 524 of 
the Senate amendment and sec. 167 of the 
Code) 

PRESENT LAW 
The modified Accelerated Cost Recovery 

System (‘‘MACRS’’) does not apply to cer-

tain property, including any motion picture 
film, video tape, or sound recording, or to 
any other property if the taxpayer elects to 
exclude such property from MACRS and the 
taxpayer properly applies a unit-of-produc-
tion method or other method of depreciation 
not expressed in a term of years. Section 197 
does not apply to certain intangible prop-
erty, including property produced by the tax-
payer or any interest in a film, sound record-
ing, video tape, book or similar property not 
acquired in a transaction (or a series of re-
lated transactions) involving the acquisition 
of assets constituting a trade or business or 
substantial portion thereof. Thus, the recov-
ery of the cost of a film, video tape, or simi-
lar property that is produced by the tax-
payer or is acquired on a ‘‘stand-alone’’ basis 
by the taxpayer may not be determined 
under either the MACRS depreciation provi-
sions or under the section 197 amortization 
provisions. The cost recovery of such prop-
erty may be determined under section 167, 
which allows a depreciation deduction for 
the reasonable allowance for the exhaustion, 
wear and tear, or obsolescence of the prop-
erty. A taxpayer is allowed to recover, 
through annual depreciation deductions, the 
cost of certain property used in a trade or 
business or for the production of income. 
Section 167(g) provides that the cost of mo-
tion picture films, sound recordings, copy-
rights, books, and patents are eligible to be 
recovered using the income forecast method 
of depreciation. 

Under the income forecast method, a prop-
erty’s depreciation deduction for a taxable 
year is determined by multiplying the ad-
justed basis of the property by a fraction, 
the numerator of which is the income gen-
erated by the property during the year and 
the denominator of which is the total fore-
casted or estimated income expected to be 
generated prior to the close of the tenth tax-
able year after the year the property was 
placed in service. Any costs that are not re-
covered by the end of the tenth taxable year 
after the property was placed in service may 
be taken into account as depreciation in 
such year. 

The adjusted basis of property that may be 
taken into account under the income fore-
cast method only includes amounts that sat-
isfy the economic performance standard of 
section 461(h). In addition, taxpayers that 
claim depreciation deductions under the in-
come forecast method are required to pay (or 
receive) interest based on a recalculation of 
depreciation under a ‘‘look-back’’ method. 

The ‘‘look-back’’ method is applied in any 
‘‘recomputation year’’ by (1) comparing de-
preciation deductions that had been claimed 
in prior periods to depreciation deductions 
that would have been claimed had the tax-
payer used actual, rather than estimated, 
total income from the property; (2) deter-
mining the hypothetical overpayment or un-
derpayment of tax based on this recalculated 
depreciation; and (3) applying the overpay-
ment rate of section 6621 of the Code. Except 
as provided in Treasury regulations, a ‘‘re-
computation year’’ is the third and tenth 
taxable year after the taxable year the prop-
erty was placed in service, unless the actual 
income from the property for each taxable 
year ending with or before the close of such 
years was within 10 percent of the estimated 
income from the property for such years. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment clarifies that, sole-

ly for purposes of computing the allowable 
deduction for property under the income 
forecast method of depreciation, participa-
tions and residuals may be included in the 
adjusted basis of the property beginning in 

the year such property is placed in service, 
but only if such participations and residuals 
relate to income to be derived from the prop-
erty before the close of the tenth taxable 
year following the year the property is 
placed in service (as defined in section 
167(g)(1)(A)). For purposes of the provision, 
participations and residuals are defined as 
costs the amount of which, by contract, var-
ies with the amount of income earned in con-
nection with such property. The Senate 
amendment also clarifies that the income 
from the property to be taken into account 
under the income forecast method is the 
gross income from such property. 

The Senate amendment also grants author-
ity to the Treasury Department to prescribe 
appropriate adjustments to the basis of prop-
erty (and the look-back method) to reflect 
the treatment of participations and residuals 
under the provision. 

In addition, the Senate amendment clari-
fies that, in the case of property eligible for 
the income forecast method that the holding 
in the Associated Patentees decision will 
continue to constitute a valid method of de-
preciation and may be used in connection 
with the income forecast method of account-
ing. Thus, rather than accounting for par-
ticipations and residuals as a cost of the 
property under the income forecast method 
of depreciation, the taxpayer may elect to
deduct those payments as they are paid as 
under the Associated Patentees decision. 
This election shall be made on a property-by-
property basis and shall be applied consist-
ently with respect to a given property there-
after. The Senate amendment also clarifies 
that distribution costs are not taken into ac-
count for purposes of determining the tax-
payer’s current and total forecasted income 
with respect to a property. 

Effective date.—The Senate amendment 
provision applies to property placed in serv-
ice after date of enactment. No inference is 
intended as to the appropriate treatment 
under present law. It is intended that the 
Treasury Department and the IRS expedite 
the resolution of open cases. In resolving 
these cases in an expedited and balanced 
manner, the Treasury Department and IRS 
are encouraged to take into account the 
principles of the bill. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

5. Additional advance refunding of certain 
governmental bonds (sec. 525 of the Sen-
ate amendment and sec. 149 of the Code) 

PRESENT LAW 

Interest on bonds issued by States or local 
governments is excluded from income if the 
proceeds of the borrowing are used to carry 
out governmental functions of those entities 
or the debt is repaid with governmental 
funds (section 103). Interest on bonds that 
nominally are issued by States or local gov-
ernments, but the proceeds of which are used 
(directly or indirectly) by a private person 
and payment of which is derived from funds 
of such a private person is taxable unless the 
purpose of the borrowing is approved specifi-
cally in the Code or in a non-Code provision 
of a revenue Act. These bonds are called pri-
vate activity bonds. Present law includes 
several exceptions permitting States or local 
governments to act as conduits providing 
tax-exempt financing for private activities. 
One such exception is the provision of fi-
nancing for activities of charitable organiza-
tions described in section 501(c)(3) of the 
Code (‘‘qualified 501(c)(3) bonds’’). 

An advance refunding bond is issued to re-
fund another bond more than 90 days before 
the redemption of the refunded bond. Under 
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363 In pari-mutuel wagering (common in horse rac-
ing), odds and payouts are determined by the aggre-
gate bets placed. The money wagered is placed into 
a pool, the party maintaining the pool takes a per-
centage of the total, and the bettors effectively bet 
against each other. Part-mutuel wagering may be 
contrasted with fixed-odds wagering (common in 
sports wagering), in which odds (or perhaps a point 
spread) are agreed to by the bettor and the party 
taking the bet and are not affected by the bets 
placed by other bettors. 

present law, governmental bonds and quali-
fied 501(c)(3) bonds may be advanced re-
funded, subject to certain limitations de-
scribed below. Private activity bonds (other 
than qualified 501(c)(3) bonds) may not be ad-
vanced refunded. Bonds eligible for advance 
refunding can be advance refunded once if 
the original bond was issued after 1985 or ad-
vance refunded twice if the original bond was 
issued before 1985. Special rules apply for ad-
vance refunding bonds under the New York 
Liberty Zone provisions of the Code (sec. 
1400L(e)(3)). ‘‘Liberty Advance Refunding 
Bonds,’’ which may be advance refunded one 
additional time, are tax-exempt bonds for 
which all present-law advance refunding au-
thority was exhausted before September 12, 
2001, and with respect to which the advance 
refunding bonds authorized under present 
law were outstanding on September 11, 2001. 
In addition, at least 90 percent of the net 
proceeds of the original bond must have been 
used to finance facilities located in New 
York City and must be governmental general 
obligation bonds issued by either New York 
City or certain New York State Authorities.

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment, certain gov-
ernmental bonds are eligible for an addi-
tional advance refunding. To be eligible for 
an additional refunding, the original bond 
has to have been part of an issue 90 percent 
or more of the net proceeds of which were 
used to finance a public elementary or sec-
ondary school in any State in which the 
State’s highest court ruled by opinion issued 
on November 21, 2002, that the State school 
funding system violates the State constitu-
tion and is constitutionally inadequate. The 
additional advance refunding bond must be 
issued before the date, which is two years 
after the date of enactment of the bill. 

Effective date.—The Senate amendment 
provision is effective for advance refunding 
bonds issued after the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

6. Exclusion of income derived from certain 
wagers on horse races from gross income 
of nonresident alien individuals (sec. 526 
of the Senate amendment and sec. 872(b) 
of the Code) 

PRESENT LAW 

Under section 871, certain items of gross 
income received by a nonresident alien from 
sources within the United States are subject 
to a flat 30–percent withholding tax. Gam-
bling winnings received by a nonresident 
alien from wagers placed in the United 
States are U.S.-source and thus generally are 
subject to this withholding tax, unless ex-
empted by treaty. Currently, several U.S. in-
come tax treaties exempt U.S.-source gam-
bling winnings of residents of the other trea-
ty country from U.S. withholding tax. In ad-
dition, no withholding tax is imposed under 
section 871 on the non-business gambling in-
come of a nonresident alien from wagers on 
the following games (except to the extent 
that the Secretary determines that collec-
tion of the tax would be administratively 
feasible): blackjack, baccarat, craps, rou-
lette, and big–6 wheel. Various other (non-
gambling-related) items of income of a non-
resident alien are excluded from gross in-
come under section 872(b) and are thereby ex-
empt from the 30–percent withholding tax, 
without any authority for the Secretary to 
impose the tax by regulation. In cases in 
which a withholding tax on gambling 
winnings applies, section 1441(a) of the Code 
requires the party making the winning pay-

out to withhold the appropriate amount and 
makes that party responsible for amounts 
not withheld. 

With respect to gambling winnings of a 
nonresident alien resulting from a wager ini-
tiated outside the United States on a pari-
mutuel 363 event taking place within the 
United States, the source of the winnings, 
and thus the applicability of the 30–percent 
U.S. withholding tax, depends on the type of 
wagering pool from which the winnings are 
paid. If the payout is made from a separate 
foreign pool, maintained completely in a for-
eign jurisdiction (e.g., a pool maintained by 
a racetrack or off-track betting parlor that 
is showing in a foreign country a simulcast 
of a horse race taking place in the United 
States), then the winnings paid to a non-
resident alien generally would not be subject 
to withholding tax, because the amounts re-
ceived generally would not be from sources 
within the United States. However, if the 
payout is made from a ‘‘merged’’ or ‘‘com-
mingled’’ pool, in which betting pools in the 
United States and the foreign country are 
combined for a particular event, then the 
portion of the payout attributable to wagers 
placed in the United States could be subject 
to withholding tax. The party making the 
payment, in this case a racetrack or off-
track betting parlor in a foreign country, 
would be responsible for withholding the tax. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides an exclu-

sion from gross income under section 872(b) 
for winnings paid to a nonresident alien re-
sulting from a legal wager initiated outside 
the United States in a pari-mutuel pool on a 
live horse race in the United States, regard-
less of whether the pool is a separate foreign 
pool or a merged U.S.-foreign pool. 

Effective date.—The Senate amendment 
provision applies to proceeds from wagering 
transactions after September 30, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
7. Federal reimbursement of emergency 

health services furnished to undocumented 
aliens (sec. 527 of the Senate amendment) 

PRESENT LAW 
Section 4723 of the Balanced Budget Act of 

1997, provided $25 million a year for fiscal 
years 1998–2001, with the funds allotted to the 
12 States with the highest number of undocu-
mented aliens (based on estimates by the Im-
migration and Naturalization Service for 
1992 or later). From that allotment, the Sec-
retary reimbursed each State, or political 
subdivision thereof, for certain emergency 
health services furnished to undocumented 
aliens. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides an enti-

tlement of $48 million for fiscal year 2004 for 
the Federal reimbursement for providers of 
emergency health services to undocumented 
aliens. 

Effective date.—The Senate amendment 
provision is effective beginning in fiscal year 
2004. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

8. Treatment of premiums for mortgage in-
surance (sec. 528 of the Senate amend-
ment and sec. 163 of the Code) 

PRESENT LAW 

Present law provides that qualified resi-
dence interest is deductible notwithstanding 
the general rule that personal interest is 
nondeductible (sec. 163(h)). 

Qualified residence interest is interest on 
acquisition indebtedness and home equity in-
debtedness with respect to a principal and a 
second residence of the taxpayer. The max-
imum amount of home equity indebtedness 
is $100,000. The maximum amount of acquisi-
tion indebtedness is $1 million. Acquisition 
indebtedness means debt that is incurred in 
acquiring constructing, or substantially im-
proving a qualified residence of the taxpayer, 
and that is secured by the residence. Home 
equity indebtedness is debt (other than ac-
quisition indebtedness) that is secured by 
the taxpayer’s principal or second residence, 
to the extent the aggregate amount of such 
debt does not exceed the difference between 
the total acquisition indebtedness with re-
spect to the residence, and the fair market 
value of the residence. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment provision provides 
that premiums paid or accrued for qualified 
mortgage insurance by a taxpayer during the 
taxable year in connection with acquisition 
indebtedness on a qualified residence of the 
taxpayer are treated as qualified residence 
interest and thus deductible. The amount al-
lowable as a deduction under the provision is 
phased out ratably by 10 percent for each 
$1,000 by which the taxpayer’s adjusted gross 
income exceeds $100,000 ($500 and $50,000, re-
spectively, in the case of a married indi-
vidual filing a separate return). Thus, the de-
duction is not allowed if the taxpayer’s ad-
justed gross income exceeds $110,000 ($55,000 
in the case of married individual filing a sep-
arate return). 

For this purpose, qualified mortgage insur-
ance means mortgage insurance provided by 
the Veterans Administration, the Federal 
Housing Administration, or the Rural Hous-
ing Administration, and private mortgage 
insurance (defined in section 2 of the Home-
owners Protection Act of 1998). 

Amounts paid for qualified mortgage insur-
ance that are properly allocable to periods 
after the close of the taxable year are treat-
ed as paid in the period to which it is allo-
cated. No deduction is allowed for the 
unamortized balance if the mortgage is paid 
before its term (except in the case of quali-
fied mortgage insurance provided by the Vet-
erans Administration or Rural Housing Ad-
ministration). 

Reporting rules apply under the provision. 
Effective date.—The Senate amendment 

provision is effective for amounts paid or ac-
crued after the date of enactment in taxable 
years ending after that date. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

9. Sense of the Senate on repealing the 1993 
tax hike on Social Security Benefits (sec. 
529 of the Senate Amendment) 

PRESENT LAW 

Present law provides for a two-tier system 
of taxation of Social Security benefits. 
Under this system, up to either 50 percent or 
85 percent of Social Security benefits and in-
cludible in gross income, depending on the 
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364 S. 514. 
365 Secs. 951–964. 
366 Secs. 1291–1298. 
367 Secs. 901, 902, 960, 1291(g). 

368 If the taxpayer has fewer than 5 taxable years 
ending on or before December 31, 2002, then the base 
period consists of all such taxable years, with none 
disregard. 

taxpayer’s income. The 85–percent tax was 
enacted in 1993. 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment includes a sense of 

the Senate that the Senate Finance Com-
mittee should report out the Social Security 
Benefits Tax Relief Act of 2003 364 to repeal 
the tax on seniors not later than July 31, 
2003, and that the Senate will consider such 
bill not later than September 30, 2003, in a 
manner consistent with the preservation of 
the Medicare Trust Fund. 

Effective date.—The Senate amendment is 
effective on the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
10. Sense of the Senate relating to the flat 

tax (sec. 530 of the Senate amendment) 
PRESENT LAW 

No provision. 
HOUSE BILL 

No provision. 
SENATE AMENDMENT 

The Senate amendment includes a sense of 
the Senate that the Senate Finance Com-
mittee and the Joint Economic Committee 
should undertake a comprehensive analysis 
of simplification or flat tax proposals, in-
cluding appropriate hearings, and consider 
legislation providing for a flat tax. 

Effective date.—The provision is effective 
on the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

11. Temporary rate reduction for certain 
dividends received from controlled for-
eign corporations (sec. 531 of the Senate 
amendment and new sec. 965 of the Code) 

PRESENT LAW 

The United States employs a ‘‘worldwide’’ 
tax system, under which domestic corpora-
tions generally are taxed on all income, 
whether derived in the United States or 
abroad. Income earned by a domestic parent 
corporation from foreign operations con-
ducted by foreign corporate subsidiaries gen-
erally is subject to U.S. tax when the income 
is distributed as a dividend to the domestic 
corporation. Until such repatriation, the 
U.S. tax on such income generally is de-
ferred. However, certain anti-deferral re-
gimes may cause the domestic parent cor-
poration to be taxed on a current basis in the 
United States with respect to certain cat-
egories of passive or highly mobile income 
earned by its foreign subsidiaries, regardless 
of whether the income has been distributed 
as a dividend to the domestic parent corpora-
tion. The main anti-deferral regimes in this 
context are the controlled foreign corpora-
tion rules of subpart F 365 and the passive for-
eign investment company rules.366 A foreign 
tax credit generally is available to offset, in 
whole or in part, the U.S. tax owed on for-
eign-source income, whether earned directly 
by the domestic corporation, repatriated as 
an actual dividend, or included under one of 
the anti-deferral regimes.367 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment, certain ac-
tual and deemed dividends received by a U.S. 

corporation from a controlled foreign cor-
poration are subject to tax at a reduced rate 
of 5.25 percent. For corporations taxed at the 
top corporate income tax rate of 35 percent, 
this rate reduction is equivalent to an 85–
percent dividends-received deduction. This 
rate reduction is available only for the first 
taxable year of an electing taxpayer ending 
120 days or more after the date of enactment 
of the provision. 

The reduced rate applies only to repatri-
ations in excess of the taxpayer’s average re-
patriation level over 3 of the 5 most recent 
taxable years ending on or before December 
31, 2002, determined by disregarding the high-
est-repatriation year and the lowest-repatri-
ation year among such 5 years.368 The tax-
payer may designate which of its dividends 
are treated as meeting the base-period aver-
age level and which of its dividends are 
treated as comprising the excess. 

In order to qualify for the reduced rate, 
dividends must be described in a ‘‘domestic 
reinvestment plan’’ approved by the tax-
payer’s senior management and board of di-
rectors. This plan must provide for the rein-
vestment of the repatriated dividends in the 
United States, ‘‘including as a source for the 
funding of worker hiring and training; infra-
structure; research and development; capital 
investments; or the financial stabilization of 
the corporation for the purposes of job reten-
tion or creation.’’

The Senate amendment provision disallows 
85 percent of the foreign tax credits attrib-
utable to dividends subject to the reduced 
rate and removes 85 percent of the under-
lying income from the taxpayer’s foreign tax 
credit limitation fraction under section 904. 

In the case of an affiliated group, an elec-
tion under the provision is made by the com-
mon parent on a group-wide basis, and all 
members of the group are treated as a single 
taxpayer. The election applies to all con-
trolled foreign corporations with respect to 
which an electing taxpayer is a United 
States shareholder. 

Effective date.—The Senate amendment 
provision is effective for the first taxable 
year of an electing taxpayer ending 120 days 
or more after the provision’s date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
12. Repeal of 10-percent rehabilitation tax 

credit (sec. 531 of the Senate amendment 
and section 47 of the Code) 

PRESENT LAW 
Present law provides a two-tier tax credit 

for rehabilitation expenditures (sec. 47). 
A 20-percent credit is provided for rehabili-

tation expenditures with respect to a cer-
tified historic structure. For this purpose, a 
certified historic structure means any build-
ing that is listed in the National Register, or 
that is located in a registered historic dis-
trict and is certified by the Secretary of the 
Interior to the Secretary of the Treasury as 
being of historic significance to the district. 

A 10-percent credit is provided for rehabili-
tation expenditures with respect to buildings 
first placed in service before 1936. The pre–
1936 building must meet certain require-
ments in order for expenditures with respect 
to it to qualify for the rehabilitation tax 
credit. In the rehabilitation process, certain 
walls and structures must have been re-
tained. Specifically, (1) 50 percent or more of 
the existing external walls must be retained 
in place as external walls, (2) 75 percent or 
more of the existing external walls of the 

building must be retained in place as inter-
nal or external walls, and (3) 75 percent or 
more of the existing internal structural 
framework of the building must be retained 
in place. Further, the building must have 
been substantially rehabilitated, and it must 
have been placed in service before the begin-
ning of the rehabilitation. A building is 
treated as having been substantially reha-
bilitated only if the rehabilitation expendi-
tures during the 24-month period selected by 
the taxpayer and ending with or within the 
taxable year exceed the greater of (1) the ad-
justed basis of the building (and its struc-
tural components), or $5,000. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision repeals 

the 10-percent credit for rehabilitation ex-
penditures with respect to buildings first 
placed in service before 1936. The provision 
retains the present-law 20-percent credit for 
rehabilitation expenditures with respect to a 
certified historic structure. 

Effective date.—The provision is effective 
for expenditures incurred after December 31, 
2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
13. Income inclusion for certain delinquent 

child support (sec. 532 of the Senate 
amendment and sec. 166 of the Code) 

PRESENT LAW 
Bad debt deduction 

Non-business bad debts may be deductible 
as short-term capital losses on Schedule D of 
the Form 1040. Non-business bad debts gen-
erally are debts that the taxpayer did not ac-
quire or create in the course of operating the 
taxpayer’s business. The present-law rule 
that capital losses (both short-term and 
long-term) may not exceed the sum of $3,000 
plus any capital gains for any taxable year is 
applicable. 

Non-business bad debts are only deductible 
only if: (1) the debt is wholly worthless (par-
tially worthless debts are not deductible) 
and (2) the taxpayer has a tax basis in the 
debt that becomes bad. If these requirements 
are satisfied, the amount of the deductible 
non-business bad debt is the individual’s 
basis in the bad debt. Generally, the amount 
of basis that a taxpayer has in a debt is the 
amount of the cash advance in the case of a 
loan or the amount of taxable income recog-
nized by the taxpayer with reference to the 
debt. Deductions for bad debts are allowed 
only for the taxable year in which the debt 
becomes wholly worthless. 

Custodial parents do not qualify for a non-
business bad debt deduction on unpaid child 
support because, they have no basis in the 
debt and the debt may not be wholly worth-
less. 
Bad debt income inclusion 

There is no income inclusion for individ-
uals who are delinquent in paying their child 
support obligations. 

HOUSE BILL 
No provision

SENATE AMENDMENT 
The Senate amendment creates an income 

inclusion for a non-custodial parent for cer-
tain unpaid child support obligations at the 
close of a taxable year. The income inclusion 
is limited to the amount of unpaid child sup-
port at the end of the taxable year that 
equals or exceeds one-half of the non-custo-
dial taxpayer’s total child support obligation 
to the custodial parent for the year. This 
test is not applied on a child-by-child basis. 
For example, in the case of child support for 
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369 Distilled spirits that are imported in bulk and 
then bottled domestically qualify as domestically 
bottled distilled spirits. 

two children, the test applies the one-half or 
more test to the combined child support obli-
gations for both children. 

Under the bill, any payments from the 
non-custodial parent to the custodial parent 
subsequent to the close of the taxable year 
are not deductible by the non-custodial par-
ent (regardless of whether the non-custodial 
parent had a previous income inclusion with 
regard to such amounts). 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
14. Sense of the Senate regarding the low-in-

come housing tax credit (sec. 533 of the 
Senate amendment) 

PRESENT LAW 
The low-income housing tax credit may be 

claimed over a 10-year period for the cost of 
rental housing occupied by tenants having 
incomes below specified levels. The credit 
percentage for newly constructed or substan-
tially rehabilitated housing that is not Fed-
erally subsidized is adjusted monthly by the 
Internal Revenue Service so that the 10 an-
nual installments have a present value of 70 
percent of the total qualified expenditures. 
The credit percentage for new substantially 
rehabilitated housing that is Federally sub-
sidized and for existing housing that is sub-
stantially rehabilitated is calculated to have 
a present value of 30 percent qualified ex-
penditures. 

The aggregate credit authority provided 
annually to each State was $1.75 per resident 
in calendar year 2002. Beginning in calendar 
year 2003, the per-capita portion of the credit 
cap will be adjusted annually for inflation. 
For small States, a minimum annual cap of 
$2 million was provided for calendar year 
2002. Beginning in calendar year 2003, the 
small State minimum is adjusted for infla-
tion. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment includes a state-

ment that it is the sense of the Senate that 
any reduction or elimination of the taxation 
on dividends should include provisions to 
preserve the success of the low-income hous-
ing tax credit. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
15. Expensing of investment in broadband 

equipment (sec. 534 of the Senate amend-
ment and new sec. 191 of the Code) 

PRESENT LAW 
Under present law, a taxpayer generally 

must capitalize the cost of property used in 
a trade or business and recover such cost 
over time through annual deductions for de-
preciation or amortization. Tangible prop-
erty generally is depreciated under the Modi-
fied Accelerated Cost Recovery System 
(MACRS) of section 168, which determines 
depreciation by applying specific recovery 
periods, placed-in-service conventions, and 
depreciation methods to the cost of various 
types of depreciable property. 

Personal property is classified under 
MACRS based on the property’s ‘‘class life’’ 
unless a different classification is specifi-
cally provided in section 168. The class life 
applicable for personal property is the asset 
guideline period (midpoint class life as of 
January 1, 1986). Based on the property’s 
classification, a recovery period is prescribed 
under MACRS. In general, there are six 
classes of recovery periods to which personal 

property can be assigned. For example, per-
sonal property that has a class life of four 
years or less has a recovery period of three 
years, whereas personal property with a 
class life greater than four years but less 
than 10 years has a recovery period of five 
years. The class lives and recovery periods 
for most property are contained in Rev. 
Proc. 87–56, 1987–2 CB 674 (as clarified and 
modified by Rev. Proc. 88–22, 1988–1 CB 785). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides that ex-

penses incurred by the taxpayer for qualified 
broadband expenditures with respect to 
qualified equipment placed in service prior 
to January 1, 2005 may be deducted in full in 
the year in which the equipment is placed in 
service. 

Qualified expenditures are expenditures in-
curred with respect to equipment with which 
the taxpayer offers current generation 
broadband services to qualified subscribers. 
In addition, qualified expenditures include 
qualified expenditures incurred by the tax-
payer with respect to qualified equipment 
with which the taxpayer offers next genera-
tion broadband services to qualified sub-
scribers. Current generation broadband serv-
ices are defined as the transmission of sig-
nals at a rate of at least 1 million bits per 
second to the subscriber and at a rate of at 
least 128,000 bits per second from the sub-
scriber. Next generation broadband services 
are defined as the transmission of signals at 
a rate of at least 22 million bits per second 
to the subscriber and at a rate of at least 5 
million bits per second from the subscriber. 

Qualified subscribers for the purposes of 
the current generation broadband deduction 
include nonresidential subscribers in rural or 
underserved areas, and residential sub-
scribers in rural or underserved areas that 
are not in a saturated market. A saturated 
market is defined as a census tract in which 
current generation broadband services have 
been provided by a single provider to 85 per-
cent or more of the total number of potential 
residential subscribers residing within such 
census tracts. For the purposes of the next 
generation broadband deduction, qualified 
subscribers include nonresidential sub-
scribers in rural or underserved areas or any 
residential subscriber. In the case of a tax-
payer who incurs expenditures for equipment 
capable of serving both subscribers in quali-
fying areas and other areas, qualifying ex-
penditures are determined by multiplying 
otherwise qualifying expenditures by the 
ratio of the number of potential qualifying 
subscribers to all potential subscribers the 
qualifying equipment would be capable of 
serving. 

Qualifying equipment must be capable of 
providing broadband services a majority of 
the time during periods of maximum de-
mand. Qualifying equipment is that equip-
ment that extends from the last point of 
switching to the outside of the building in 
which the subscriber is located, equipment 
that extends from the customer side of a mo-
bile telephone switching office to a trans-
mission/reception antenna (including the an-
tenna) of the subscriber, equipment that ex-
tends from the customer side of the headend 
to the outside of the building in which the 
subscriber is located, or equipment that ex-
tends from a transmission/reception antenna 
to a transmission/reception antenna on the 
outside of the building used by the sub-
scriber. Any packet switching equipment de-
ployed in connection with other qualifying 
equipment is qualifying equipment, regard-
less of location, provided that it is the last 
such equipment in a series as part of trans-
mission of a signal to a subscriber or the 

first in a series in the transmission of a sig-
nal from a subscriber. Also, multiplexing and 
demultiplexing equipment also is qualified 
equipment. 

A rural area is any census tract which is 
not within 10 miles of any incorporated or 
census designated place with a population of 
more than 25,000 and which is not within a 
county with a population density of more 
than 500 people per square mile. An under-
served area is any census tract which is lo-
cated in an empowerment zone or enterprise 
community or any census tract in which the 
poverty level is greater than or equal to 30 
percent and in which the median family in-
come is less than 70 percent of the greater of 
metropolitan area median family income or 
Statewide median family income. A residen-
tial subscriber is any individual who pur-
chases broadband service to be delivered to 
his or her dwelling. 

Effective date.—The Senate amendment 
provision is effective for property placed in 
service after December 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

16. Income tax credit for cost of carrying 
tax-paid distilled spirits in wholesale in-
ventories and in control State bailment 
warehouses (sec. 535 of the Senate 
amendment and new sec. 5011 of the 
Code) 

PRESENT LAW 

As is true of most major Federal excise 
taxes, the excise tax on distilled spirits is 
imposed at a point in the chain of distribu-
tion before the product reaches the retail 
(consumer) level. Tax on domestically pro-
duced and/or bottled distilled spirits arises 
upon production (receipt) in a bonded dis-
tillery and is collected based on removals 
from the distillery during each semi-month-
ly period. Distilled spirits that are bottled 
before importation into the United States 
are taxed on removal from the first U.S. 
warehouse where they are landed (including 
a warehouse located in a foreign trade zone). 

No tax credits are allowed under present 
law for business costs associated with having 
tax-paid products in inventory. Rather, ex-
cise tax that is included in the purchase 
price of a product is treated the same as the 
other components of the product cost, i.e., 
deductible as a cost of goods sold. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment creates a new in-
come tax credit for wholesale distributors, 
distillers, and importers, of distilled spirits. 
The credit is calculated by multiplying the 
number of cases of bottled distilled spirits by 
the average tax-financing cost per case for 
the most recent calendar year ending before 
the beginning of such taxable year. A case is 
12 80-proof 750-milliliter bottles. The average 
tax-financing cost per case is the amount of 
interest that would accrue at corporate over-
payment rates during an assumed 60-day 
holding period on an assumed tax rate of 
$25.68 per case of 12 750-milliliter bottles. 

The wholesaler credit only applies to do-
mestically bottled distilled spirits 369 pur-
chased directly from the bottler of such spir-
its. For distillers and importers, the credit is 
limited to bottled inventory in a warehouse 
owned and operated by, or on behalf of, a 
State when title to such inventory has not 

VerDate Jan 31 2003 05:22 May 24, 2003 Jkt 019060 PO 00000 Frm 00098 Fmt 7634 Sfmt 0634 E:\CR\FM\A22MY7.249 H22PT2



CONGRESSIONAL RECORD — HOUSE H4683May 22, 2003

370 Sec. 274(m)(3). 

371 See Lake Mead Air Inc. v. United States, 99–1 
USTC par. 70,119 (D. Nev. 1997). The Lake Mead court 
found that that the tours started and ended at the 
same point without fail therefore, the flights were 
between definite points. Finding that the flights 
were operated with some degree of regularity and 
between definite points, the court found that the 
flights were operated on an established line. As a re-
sult, the exemption for small aircraft operating on 
nonestablished lines did not apply and the court 
concluded that the flights were taxable transpor-
tation for purposes of the ticket tax. However, the 
court found that Lake Mead was not a responsible 
person for collecting the tax for purposes of the 100 
percent penalty imposed by section 6672. 

372 ERISA sec. 713. A similar provision is also in-
cluded in the Public Health Service Act.

373 Sec. 4980D. 
374 Sec. 4980D.

passed unconditionally. The credit for dis-
tillers and importers applies to distilled spir-
its bottled both domestically and abroad. 

The credit is in addition to present-law 
rules allowing tax included in inventory 
costs to be deducted as a cost of goods sold. 

The credit cannot be carried back to a tax-
able year beginning before January 1, 2003.

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
17. Contribution in aid of construction (sec. 

536 of the Senate amendment and sec. 118 
of the Code) 

PRESENT LAW 
Section 118(a) provides that gross income 

of a corporation does not include a contribu-
tion to its capital. In general, section 118(b) 
provides that a contribution to the capital of 
a corporation does not include any contribu-
tion in aid of construction or any other con-
tribution as a customer or potential cus-
tomer and, as such, is includible in gross in-
come of the corporation. However, for any 
amount of money or property received by a 
regulated public utility that provides water 
or sewerage disposal services, such amount 
shall be considered a contribution to capital 
(excludible from gross income) so long as 
such amount: (1) is a contribution in aid of 
construction, and (2) is not included in the 
taxpayer’s rate base for rate-making pur-
poses. If the contribution is in property 
other than water or sewerage disposal facili-
ties, the amount is generally excludible from 
gross income only if the amount is expended 
to acquire or construct water or sewerage 
disposal facilities within a specified time pe-
riod. A contribution in aid of construction 
does not include a customer connection fee 
or amounts paid as service charges for start-
ing or stopping services. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment clarifies that 

water and sewer service laterals received by 
a regulated public utility that provides 
water or sewerage disposal services is consid-
ered a contribution to capital and excludible 
from gross income of such utility. 

Effective date.—The Senate amendment 
provision is effective for contributions made 
after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
18. Travel expenses for spouses (sec. 537 of 

the Senate amendment and sec. 274 of the 
Code) 

PRESENT LAW 
In general, no deduction is permitted for 

the travel expenses of a spouse, dependent, 
or other individual accompanying a taxpayer 
(or an officer or employee of the taxpayer) 
on business travel.370 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment repeals this provi-

sion generally prohibiting a deduction for 
the travel expenses of a spouse, dependent, 
or other person accompanying a taxpayer (or 
an officer or employee of a taxpayer). All 
other present-law limitations on these ex-
penses continue to apply. 

Effective date.—The Senate amendment 
provision is effective for expenses paid or in-

curred after the date of enactment and on or 
before December 31, 2004. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
19. Certain sightseeing flights exempt from 

taxes on air transportation (sec. 538 of 
the Senate amendment and sec. 4281 of 
the Code) 

PRESENT LAW 
The Code imposes a tax on amounts paid 

for the taxable transportation of persons 
(‘‘the ticket tax’’) (sec. 4261(a)). Taxable 
transportation for purposes of imposing the 
ticket tax is transportation that begins and 
ends in the United States (sec. 4262(a)). Air-
crafts having a maximum certificated take-
off weight of 6,000 pounds or less (‘‘small air-
craft’’) are not subject to the ticket tax un-
less such aircraft is operated on an estab-
lished line (sec. 4281). 

Treasury regulations define the term ‘‘op-
erated on an established line’’ to mean oper-
ated with some degree of regularity between 
definite points (Treas. Reg. sec. 49.4263–5(c)). 
The term implies that the air carrier main-
tains control over the direction, routes, 
time, number of passengers carried, etc. The 
Treasury regulations also provide that trans-
portation need not be between two definite 
points to be taxable. A payment for contin-
uous transportation beginning and ending at 
the same point is subject to the tax (Treas. 
Reg. sec. 49.4261–1(c)). Thus, the ticket tax 
applies to regularly conducted sightseeing 
air tours that begin and end at the same 
point.371 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Under the Senate amendment, small air-

crafts are not considered as operated on an 
established line if such aircraft is operated 
on a flight the sole purpose of which is sight-
seeing. 

Effective date.—The Senate amendment 
provision is effective with respect to trans-
portation beginning on or after the date of 
enactment, but does not apply to any 
amount paid before such date. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
20. Required coverage for reconstructive sur-

gery following mastectomies (sec. 539 of 
the Senate amendment and new sec. 9813 
of the Code) 

PRESENT LAW 
The Women’s Health and Cancer Rights 

Act of 1998 amended ERISA and the Public 
Health Service Act to provide that health 
plans offering mastectomy coverage must 
also provide coverage for reconstructive 
breast surgery. Under ERISA, a group health 
plan, and a health insurance issuer providing 
health insurance coverage in connection 
with a group health plan, that provides med-
ical and surgical benefits with respect to 
mastectomies is required to provide coverage 
for reconstructive surgery following 

mastectomies.372 In the case of a participant 
or beneficiary who is receiving benefits in 
connection with a mastectomy and who 
elects breast reconstruction in connection 
with such mastectomy, coverage is required 
for (1) all stages of reconstruction of the 
breast on which the mastectomy has been 
performed, (2) surgery and reconstruction of 
the other breast to produce a symmetrical 
appearance, and (3) prostheses and physical 
complications of mastectomy, including 
lymphedemas, in a manner determined in 
consultation with the attending physician 
and the patient. 

Coverage may be subject to annual 
deductibles and coinsurance provisions as 
may be deemed appropriate and as are con-
sistent with those established for other bene-
fits under the plan or coverage. Written no-
tice of the availability of the coverage must 
be delivered to the participant upon enroll-
ment and annually thereafter. Notice must 
be in writing and prominently positioned in 
any literature or correspondence made avail-
able or distributed by the plan or issuer and 
must be transmitted as specifically required. 

A group health plan may not deny a pa-
tient eligibility, or continued eligibility, to 
enroll or to renew coverage under the terms 
of the plan, solely for the purpose of avoiding 
the requirements of the provision. In addi-
tion, a group health plan may not penalize or 
otherwise reduce or limit the reimbursement 
of an attending provider, or provide incen-
tives (monetary or otherwise) to an attend-
ing provider, to induce such provider to pro-
vide care to an individual participant or ben-
eficiary in a manner inconsistent with the 
provision. Nothing in the section should be 
construed to prevent a group health plan 
from negotiating the level and type of reim-
bursement with a provider for care provided 
in accordance with the section. 

The Code imposes an excise tax on failures 
to meet certain group health plan require-
ments.373 The excise tax is equal to $100 per 
day during the period of noncompliance and 
is generally imposed on the employer spon-
soring the plan if the plan fails to meet the 
requirements. The maximum tax that can be 
imposed during a taxable year cannot exceed 
the lesser of 10 percent of the employer’s 
group health plan expenses for the prior year 
or $500,000. No tax is imposed if the Sec-
retary determines that the employer did not 
know, and exercising reasonable diligence 
would not have known, that the failure ex-
isted. 

Present law does not impose an excise tax 
relating to required coverage for reconstruc-
tive surgery following mastectomies. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment adds to the Code a 

provision requiring a group health plan that 
provides medical and surgical benefits with 
respect to a mastectomy to provide coverage 
for reconstructive surgery following the 
mastectomy. The requirements follow those 
of ERISA. A group health plan that does not 
comply with the requirements of the provi-
sion is subject to the excise tax on failures 
to meet certain group health plan require-
ments.374 

Under the new Code section, a group health 
plan that provides medical and surgical ben-
efits with respect to a mastectomy must pro-
vide, in the case of a participant or bene-
ficiary who is receiving benefits in connec-
tion with a mastectomy and who elects 
breast reconstruction in connection with 
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375 Sec. 112. 
376 Sec. 112(c)(2). 

such mastectomy, coverage for (1) all stages 
of reconstruction of the breast of which the 
mastectomy has been performed, (2) surgery 
and reconstruction of the other breast to 
produce a symmetrical appearance, and (3) 
prostheses and physical complications of 
mastectomy, including lymphedemas, in a 
manner determined in consultation with the 
attending physician and the patient. 

Coverage may be subject to annual 
deductibles and coinsurance provisions as 
deemed appropriate and consistent with 
those established for other benefits under 
the plan. Written notification of the avail-
ability of such coverage must be delivered to 
the participant upon enrollment and annu-
ally thereafter. Unlike ERISA, the specific 
manner in which notice must be given is not 
included in the new Code provision. 

Under the Senate amendment, a group 
health plan may not deny a patient eligi-
bility, or continued eligibility, to enroll or 
to renew coverage under the terms of the 
plan, solely for the purpose of avoiding the 
requirements of the provision. In addition, a 
group health plan may not penalize or other-
wise reduce or limit the reimbursement of an 
attending provider, or provide incentives 
(monetary or otherwise) to an attending pro-
vider, to induce such provider to provide care 
to an individual participant or beneficiary in 
a manner inconsistent with the provision. 
Nothing in the provision should be construed 
to prevent a group health plan from negoti-
ating the level and type of reimbursement 
with a provider for care provided in accord-
ance with the provision. 

Under the Senate amendment, in the case 
of a group heath plan maintained pursuant 
to one or more collective bargaining agree-
ments between employee representatives and 
one or more employers, any plan amendment 
made pursuant to a collective bargaining 
agreement relating to the plan which 
amends the plan solely to conform to any re-
quirement added by the provision will not be 
treated as a termination of the collective 
bargaining agreement. 

Effective date.—The Senate amendment 
provision is effective for plan years begin-
ning on or after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
21. Renewal community modifications (secs. 

540 and 541 of the Senate amendment and 
secs. 1400E and 1400H of the Code) 

PRESENT LAW 
The Code authorizes the designation of 40 

‘‘renewal communities’’ within which special 
tax incentives will be available. The fol-
lowing is a description of the designation 
process and the tax incentives that will be 
available within the renewal communities. 
Designation process 

Designation of 40 renewal communities.—The 
Secretary of HUD, was authorized to des-
ignate up to 40 renewal communities from 
areas nominated by States and local govern-
ments. At least 12 of the designated commu-
nities must be in rural areas. The designa-
tion of an area as a renewal community ter-
minates after December 31, 2009. 

Eligibility criteria.—To be designated as a 
renewal community, a nominated area must 
meet the following criteria: (1) each census 
tract must have a poverty rate of at least 20 
percent; (2) in the case of an urban area, at 
least 70 percent of the households have in-
comes below 80 percent of the median income 
of households within the local government 
jurisdiction; (3) the unemployment rate is at 
least 1.5 times the national unemployment 
rate; and (4) the area is one of pervasive pov-
erty, unemployment, and general distress. 
Generally, those areas with the highest aver-

age ranking of eligibility factors (1), (2), and 
(3) above will be designated as renewal com-
munities. 

The boundary of a renewal community 
must be continuous. In addition, the renewal 
community must have a minimum popu-
lation of 4,000 if the community is located 
within a metropolitan statistical area (at 
least 1,000 in all other cases), and a max-
imum population of not more than 200,000. 
The population limitations do not apply to 
any renewal community that is entirely 
within an Indian reservation. 

In addition, certain State and local govern-
ment commitments are necessary for an area 
to receive designation. 
Tax incentives for renewal communities 

The following tax incentives generally are 
available during the period beginning Janu-
ary 1, 2002, and ending December 31, 2009. 

Zero-percent capital gain rate.—A zero-per-
cent capital gains rate applies with respect 
to gain from the sale of a qualified commu-
nity asset acquired after December 31, 2001, 
and before January 1, 2010, and held for more 
than five years. A ‘‘qualified community 
asset’’ includes: (1) qualified community 
stock (meaning original-issue stock pur-
chased for cash in a renewal community 
business); (2) a qualified community partner-
ship interest (meaning a partnership interest 
acquired for cash in a renewal community 
business); and (3) qualified community busi-
ness property (meaning tangible property 
originally used in a renewal community 
business by the taxpayer) that is purchased 
or substantially improved after December 31, 
2001.

The termination of an area’s status as a re-
newal community will not affect whether 
property is a qualified community asset, but 
any gain attributable to the period before 
January 1, 2002, or after December 31, 2014, is 
not eligible for the zero-percent rate. 

Renewal community employment credit.—A 
15-percent wage credit is available to em-
ployers for the first $10,000 of qualified wages 
paid to each employee who (1) is a resident of 
the renewal community, and (2) performs 
substantially all employment services with-
in the renewal community in a trade or busi-
ness of the employer. In general, any taxable 
business carrying out activities in the re-
newal community may claim the wage cred-
it. 

Commercial revitalization deduction.—Each 
State is permitted to allocate up to $12 mil-
lion of ‘‘commercial revitalization expendi-
tures’’ to each renewal community located 
within the State for each calendar year after 
2001 and before 2010. The appropriate State 
agency will make the allocations pursuant 
to a qualified allocation plan. A ‘‘commer-
cial revitalization expenditure’’ means the 
cost of a new building or the cost of substan-
tially rehabilitating an existing building. 
The qualifying expenditures for any building 
cannot exceed $10 million. 

Additional section 179 expensing.—A renewal 
community business is allowed an additional 
$35,000 of section 179 expensing for qualified 
renewal property placed in service after De-
cember 31, 2001, and before January 1, 2010. 
The section 179 expensing allowed to a tax-
payer is phased out by the amount by which 
50 percent of the cost of qualified renewal 
property placed in service during the year by 
the taxpayer exceeds $200,000. 

Extension of work opportunity tax credit 
(‘‘WOTC’’).—The provision expands the high-
risk youth and qualified summer youth cat-
egories in the WOTC to include qualified in-
dividuals who live in a renewal community. 
Expiration date 

The tax benefits available in renewal com-
munities are effective for the period begin-
ning January 1, 2002, and ending December 
31, 2009. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides that an 

employee who resides in one area that is des-
ignated as a renewal community, but who 
works in a certain other area that also is 
designated as a renewal community qualifies 
for the renewal community employment 
credit. To qualify the area of residence and 
the area of employment must be in the same 
State and within five miles. 

In addition, the Senate amendment pro-
vides that, at the request of the local com-
munity, the Secretary of Housing and Urban 
development may expand the size of an exist-
ing renewal community to include a census 
tract that satisfy eligibility standards based 
on the 2000 Census, but which did not qualify 
based on the 1990 Census solely by reason of 
applicable 1990 population or poverty re-
quirements. The Senate amendment also 
permits, upon the request of the local com-
munity, the Secretary of Housing and Urban 
Development to expand the size of an exist-
ing renewal community to include certain 
adjacent census tracts populated with 100 or 
fewer persons. 

Effective date.—The Senate amendment 
provisions are effective as if included in the 
Community Renewal Tax Relief Act of 2000. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
22. Combat zone expansions (secs. 542 and 

543 of the Senate amendment and sec. 112 of 
the Code) 

PRESENT LAW 
In general, gross income does not include 

compensation for active service in the armed 
forces of the United States below the grade 
of commissioned officer for any month dur-
ing which the service person served in a com-
bat zone.375 For commissioned officers, the 
maximum excludible under this provision is 
the highest level of pay for an enlisted per-
son. In general, the determination that an 
area is a combat zone is made by the Presi-
dent by an Executive Order.376 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment removes the limi-

tation on this exclusion for commissioned of-
ficers, so that their entire basic pay is ex-
cludible. The Senate amendment also pro-
vides that direct transit to and from a com-
bat zone (not to exceed 14 days) is treated as 
service in a combat zone. The Senate amend-
ment treats military service as part of Oper-
ation Iraqi Freedom in Guantanamo Bay, 
Cuba, and Diego Garcia as if it were in a 
combat zone. 

Effective date.—The Senate amendment 
provision is effective on January 1, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
23. Ratable income inclusion for citrus can-

ker tree payments (sec. 544 of the Senate 
amendment and sec. 451 and 1033 of the 
Code) 

PRESENT LAW 
Generally, a taxpayer recognizes gain on 

the sale or exchange of property to the ex-
tent the sales price (and any other consider-
ation received) exceeds the seller’s basis in 
the property. The recognized gain is subject 
to current income tax unless the gain is de-
ferred or not recognized under a special tax 
provision. 
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377 Sec. 104(a)(2). 
378 Id.

379 Section 1033(a)(2)(B). 
380 Section 1033(g)(4). 
381 Pub. Law No. 107–147, sec. 301 (2002). 
382 The ‘‘New York Liberty Zone’’ generally is the 

area located on or south of Canal street, East Broad-
way (east of its intersection with Canal Street), or 
Grand Street (east of its intersection with East 
Broadway) in the Borough of Manhattan, New York, 
New York. 

383 It is anticipated that the Secretary of the 
Treasury will issue guidance as may be necessary to 
ensure that gain shall not be recognized under the 
consolidated return provisions and to ensure that 
any investment adjustments, or any other adjust-
ments under the consolidated regulations, accu-
rately reflect the implications of permitting another 
member of the consolidated group to purchase the 
replacement property. 

Under section 1033, gain realized by a tax-
payer from an involuntary conversion of 
property is deferred to the extent the tax-
payer purchases property similar or related 
in service or use to the converted property 
within the applicable period. The taxpayer’s 
basis in the replacement property generally 
is the same as the taxpayer’s basis in the 
converted property, decreased by the amount 
of any money or loss recognized on the con-
version, and increased by the amount of any 
gain recognized on the conversion. The appli-
cable period for the taxpayer to replace the 
converted property begins with the date of 
the disposition of the converted property (or 
the earliest date of the threat or imminence 
of requisition or condemnation of the con-
verted property, whichever is earlier) and 
generally ends two years after the close of 
the first taxable year in which any part of 
the gain upon conversion is realized. Longer 
replacement periods are available in the case 
of real property and principal residences in-
voluntarily converted as a result of Presi-
dentially declared disaster. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment permits a taxpayer 

to elect to recognize any realized gain by 
reason of receiving a citrus canker tree pay-
ment ratably over a 10-year period beginning 
with the taxable year in which such payment 
is received or accrued by the taxpayer. The 
provision defines a citrus canker tree pay-
ment as a payment made to an owner of a 
commercial citrus grove to recover income 
that was lost as a result of the removal of 
commercial citrus trees to control canker 
under the amendments to the citrus canker 
regulations made by the final rule published 
in the Federal Register by the Secretary of 
the Agriculture on June 18, 2001. An election 
under the provision is made by attaching a 
statement to that effect in the taxpayer’s re-
turn for the taxable year in which the pay-
ment is received or accrued in the manner as 
the Secretary prescribes. An election is bind-
ing for that taxable year and all subsequent 
taxable years. 

The Senate amendment also extends the 
applicable period under section 1033 for a 
taxpayer to replace commercial citrus trees 
which are involuntarily converted under a 
public order as a result of citrus tree canker 
to four years. In addition, the Secretary of 
the Treasury is granted authority to further 
extend the replacement period on a regional 
basis if a State or Federal health authority 
determines that the land on which such trees 
grew is not free from the bacteria that 
causes citrus tree canker. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning before, on, or after the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
24. Exclusion of certain punitive damage 

awards (sec. 545 of the Senate amend-
ment and sec. 104 of the Code) 

PRESENT LAW 
Under present law, gross income generally 

does not include the amount of any damages 
received (whether by suit or agreement and 
whether as lump sums or as periodic pay-
ments) by individuals on account of personal 
physical injuries (including death) or phys-
ical sickness.377 However, this exclusion does 
not apply to punitive damages.378 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides an exclu-

sion from gross income for any portion of an 
award of punitive damages in a civil action 
that is paid to a State under a split-award 
statute or any attorneys’ fees or other costs 
incurred by the taxpayer in connection with 
obtaining such an award which are allocable 
to such portion. 

Under the Senate amendment, a ‘‘split-
award statute’’ is a State law that requires a 
fixed portion of an award of punitive dam-
ages in a civil action to be paid to the State. 

Effective date.—The Senate amendment ap-
plies to awards made in taxable years ending 
after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
25. Repeal of pre–1997 tax on certain im-

ported recycled halons (sec. 546 of the 
Senate amendment and sec. 4682 of the 
Code) 

PRESENT LAW 
An excise tax is imposed on the sale or use 

by the manufacturer or importer of certain 
ozone-depleting chemicals (sec. 4681). The 
amount of tax generally is determined by 
multiplying the base tax amount applicable 
for the calendar year by an ozone-depleting 
factor assigned to each taxable chemical. 
The base tax amount was $5.80 per pound in 
1996 and $6.25 per pound in 1997, and increased 
by $0.45 cents per pound per year thereafter. 
The ozone-depleting factors for taxable 
halons are three for halon–1211, 10 for halon–
1301, and six for halon–2402. 

In general, taxable chemicals that are re-
covered and recycled within the United 
States are exempt from tax. In addition, ex-
emption is provided for imported recycled 
halon–1301 and halon–2402 if such chemicals 
are imported after December 31, 1996, from 
countries that are signatories to the Mon-
treal Protocol on Substances that Deplete 
the Ozone Layer. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides that no 

tax is liable for imported recycled halon–1301 
or halon–2402 if such chemicals were im-
ported after December 31, 1993, from coun-
tries that were signatories to the Montreal 
Protocol on Substances that Deplete the 
Ozone Layer at the time such chemicals were 
imported. In addition, the Senate amend-
ment provides that no tax is liable for im-
ported recycled halon–1211 if such chemicals 
were imported after December 31, 1993 and 
before August 5, 1997, from countries that 
were signatories to the Montreal Protocol on 
Substances that Deplete the Ozone Layer at 
the time such chemicals were imported. If, 
before the end of the one-year period com-
mencing with the date of enactment, any 
taxpayer who previously paid tax under the 
then prevailing law files for a refund or cred-
it of taxes paid, such refund or credit is to be 
made. 

Effective date.—The Senate amendment 
provision is effective upon the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
26. Modification of involuntary conversion 

rules for businesses affected by the Sep-
tember 11, 2001 terrorist attacks (sec. 547 
of the Senate amendment and sec. 1400L 
of the Code) 

PRESENT LAW 
A taxpayer may elect not to recognize gain 

with respect to property that is involun-

tarily converted if the taxpayer acquires 
within an applicable period (the ‘‘replace-
ment period’’) property similar or related in 
service or use (section 1033). If the taxpayer 
does not replace the converted property with 
property similar or related in service or use, 
then gain generally is recognized. If the tax-
payer elects to apply the rules of section 
1033, gain on the converted property is recog-
nized only to the extent that the amount re-
alized on the conversion exceeds the cost of 
the replacement property. In general, the re-
placement period begins with the date of the 
disposition of the converted property and 
ends two years after the close of the first 
taxable year in which any part of the gain 
upon conversion is realized.379 The replace-
ment period is extended to three years if the 
converted property is real property held for 
the productive use in a trade or business or 
for investment.380 

The Jobs Creation and Worker Assistance 
Act of 2002 381 extends the replacement period 
to five years for a taxpayer to purchase prop-
erty to replace property that was involun-
tarily converted within the New York Lib-
erty Zone 382 as a result of the terrorist at-
tacks that occurred on September 11, 2001. 
However, the five-year period is available 
only if substantially all of the use of the re-
placement property is in New York City. In 
all other cases, the present-law replacement 
period rules continue to apply. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

For property that was involuntarily con-
verted within the New York Liberty Zone as 
a result of the terrorist attacks that oc-
curred on September 11, 2001, the Senate 
amendment provides that if a taxpayer is a 
member of an affiliated group of corpora-
tions filing a consolidated return that re-
placement property may be purchased by 
any member of the affiliated group (in lieu of 
the taxpayer).383 

Effective date.—The Senate amendment 
provision is effective for involuntary conver-
sions in the New York Liberty Zone occur-
ring on or after September 11, 2001. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.

D. Medicare Provisions (Secs. 561–576 of the 
Senate Amendment) 

PRESENT LAW 

Standardized Amount Equalization 

Present law pays rural and small urban fa-
cilities 1.6 percent less on every inpatient 
discharge than their counterparts in urban 
areas of a million or more people. 

Equalization of Medicare Disproportionate 
Share (DSH) Payments 

Present law differentiates between rural 
and urban hospitals that treat vulnerable 
populations. 
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Assistance for Low Volume Hospitals 

Present law fails to recognize the special 
costs incurred by hospitals with less than 
2,000 discharges per year. 
Revision of Labor Share to 62 percent 

Medicare’s standardized amounts are ap-
portioned into a labor-related amount (which 
is then adjusted by the wage index value of 
the area where the hospital is located or to 
which it has been reassigned) and a 
nonlabor-related amount (which is generally 
not subject to geographical adjustment). 
Under present law, the labor-related amount 
comprises 71.1 percent of the national stand-
ardized amount. 
Extend Hold Harmless for Rural Hospitals under 

Hospital Outpatient Prospective Payment 
System 

Present law payments to outpatient hos-
pital departments vary from year to year. 
Critical Access Hospital Improvements 

Many rural hospitals have elected to be-
come critical access hospitals (CAHs) under 
present law. 
10-percent Add-on for Rural Home Health Agen-

cies 
Special add-on payment to rural home 

health agencies expired on April 1, 2003. 
Five-percent Add-on for Clinic and Emergency 

Room Visits for Small Rural Hospitals 
Present law treats clinic and emergency 

room visits no differently than other serv-
ices provided by the hospital. 
Five-percent Add-on for Rural Ground Ambu-

lance Trips 
Present law fails to compensate for the 

long distances rural ambulances drive to 
treat patients. 
Exclusion of Services Provided By Rural Health 

Clinic-based Practitioners from SNF Con-
solidated Billing 

Present law requires providers based in a 
rural health clinic to submit their bills for 
services provided to nursing home patients 
to the nursing home rather than to Medi-
care. 
Make 10-percent Bonus Payments under Medi-

care Incentive Payment Program Automatic 

Present law requires physicians partici-
pating in the Medicare Incentive Payment 
program to apply for bonus payments when 
they elect to serve in Health Professional 
Shortage Areas. 
Two-Year Extension of Reasonable Cost Pay-

ments for Laboratory Tests in Sole Commu-
nity Hospitals 

Present law allows laboratory tests per-
formed in sole community hospitals to be 
paid at their reasonable cost, rather than 
under a fee schedule. 
Set Work, Practice Expense and Malpractice Ge-

ographic Indices for Physician Payments at 
1.0 

Present law adjusts three components of 
physician payments under the physician fee 
schedule based on geography. 
10-Year Freeze in CPI Updates for Durable 

Medical Equipment, Prosthetics and 
Orthotics 

Present law produces payment updates 
equal to CPI for providers and suppliers in 
this category. 
Collect Coinsurance and Deductible Amounts 

for Clinical Laboratory Tests 

Present law includes no cost-sharing obli-
gation for clinical laboratory tests. 
Limit Reimbursement for Currently Covered 

Drugs 

Present law pays for limited prescription 
drugs and biologicals at 95 percent of the 
product’s average wholesale price. 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
Standardized Amount Equalization 

The Senate amendment raises the inpa-
tient base rate for hospitals in rural and 
small urban areas to the same rate as that in 
large urban areas. 
Equalization of Medicare Disproportionate 

Share (DSH) Payments 
The Senate amendment equalizes pay-

ments to both rural and urban hospitals that 
receive Medicare DSH payments. 
Assistance for Low Volume Hospitals 

The Senate amendment improves pay-
ments for those hospitals with extremely low 
annual patient volume. 
Revision of Labor Share to 62 percent 

The Senate amendment reduces the labor-
related amount to 62 percent of the national 
standardized amount. 
Extend Hold Harmless for Rural Hospitals 

Under Hospital Outpatient Prospective Pay-
ment System 

The Senate amendment protects rural hos-
pitals against possible reductions due to the 
new outpatient prospective payment system 
through 2006. 
Critical Access Hospital Improvements 

The Senate amendment (1) reinstates Peri-
odic Interim Payment (PIP), which provides 
facilities with a steadier stream of payment 
in order to improve their cash flow; (2) elimi-
nates the current requirement that CAH-
based ambulance services be at least 35 miles 
from another ambulance service in order to 
receive cost-based payment; and (3) provides 
coverage for emergency on-call providers, 
and (4) excludes CAHs from the wage index 
calculation. 
10–percent Add-on for Rural Home Health Agen-

cies 
The Senate amendment extends special 

add-on payments that expired April 1, 2003 to 
rural home health agencies and makes them 
permanent. 
Five-percent Add-on for Clinic and Emergency 

Room Visits for Small Rural Hospitals 
The Senate amendment increases Medicare 

payment for visits to small rural hospitals’ 
outpatient clinics and emergency rooms, 
which serve a critical primary care function 
in rural areas. 
Five-percent Add-on for Rural Ground Ambu-

lance Trips 
The Senate amendment extends a five-per-

cent add-on payment for all ground ambu-
lance trips provided in a rural area. 
Exclusion of Services Provided By Rural Health 

Clinic-based Practitioners From SNF Con-
solidated Billing 

The Senate amendment exempts practi-
tioners based in rural health clinics from the 
requirement to submit their bills for services 
provided to nursing home patients to the 
nursing home rather than to Medicare, re-
ducing administrative burdens and making 
their payments more predictable. 
Make 10–percent Bonus Payments Under Medi-

care Incentive Payment Program Automatic 
Present law requires physicians partici-

pating in the Medicare Incentive Payment 
program to apply for bonus payments when 
they elect to serve in Health Professional 
Shortage Areas. The Senate amendment 
makes bonus payments automatic to physi-
cians participating in the Medicare Incentive 
Payment program, eliminating bureaucratic 
barriers to receipt of such funds. 
Two-Year Extension of Reasonable Cost Pay-

ments for Laboratory Tests in Sole Commu-
nity Hospitals 

The Senate amendment extends the allow-
ance for laboratory tests performed in sole 

community hospitals to be paid at their rea-
sonable cost, rather than under a fee sched-
ule for an additional two years. 
Set Work, Practice Expense and Malpractice Ge-

ographic Indices for Physician Payments at 
1.0 

The Senate amendment sets a floor of 1.0 
on geographic adjustments to the work, 
practice expense and professional liability 
insurance components of physician payment. 
10–Year Freeze in CPI Updates for Durable 

Medical Equipment, Prosthetics and 
Orthotics 

The Senate amendment freezes CPI up-
dates for payment for durable medical equip-
ment, prosthetics, and orthotics for ten 
years. 
Collect Coinsurance and Deductible Amounts 

for Clinical Laboratory Tests 
The Senate amendment extends the same 

coinsurance and deductible rules to clinical 
laboratory tests that apply to all other Part 
B services. 
Limit Reimbursement for Currently Covered 

Drugs 
The Senate amendment lowers that 

amount paid for limited prescription drugs 
and biologicals to 85 percent of the product’s 
average wholesale price, or the amount pay-
able for the product during the last quarter 
of the previous year, whichever is lower. 

CONFERENCE AGREEMENT 
The conference agreement does not in the 

Senate amendment provisions.
E. Provisions Relating to S Corporations 

(Secs. 581–594 of the Senate Amendment 
and Sections 1361–1379 of the Code) 

1. Shareholders of an S corporation 
PRESENT LAW 

The taxable income or loss of an S corpora-
tion is taken into account by the corpora-
tion’s shareholders, rather than by the enti-
ty, whether or not such income is distrib-
uted. A small business corporation may elect 
to be treated as an S corporation. A ‘‘small 
business corporation’’ is defined as a domes-
tic corporation which is not an ineligible 
corporation and which does not have (1) 
more than 75–shareholders; (2) as a share-
holder, a person (other than certain trusts, 
estates, charities, and qualified retirement 
plans) who is not an individual; (3) a non-
resident alien as a shareholder; and (4) more 
than one class of stock. For purposes of the 
75–shareholder limitation, a husband and 
wife are treated as one shareholder. An ‘‘in-
eligible corporation’’ means any corporation 
that is a member of an affiliated group, cer-
tain financial institutions that use the re-
serve method of accounting for bad debts, 
certain insurance companies, a section 936 
corporation, or a DISC or former DISC. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision provides 

that all family members owning stock can 
elect to be treated as one shareholder. A 
family is defined as the lineal descendants of 
a common ancestor (and their spouses). The 
common ancestor cannot be more than six 
generations removed from the youngest gen-
eration of shareholder at the time the S elec-
tion is made (or the effective date of this 
provision, if later). The election is made 
available to only one family per corporation, 
must be made with the consent of all share-
holders of the corporation and remains in ef-
fect until terminated. 

The Senate amendment provision increases 
the maximum number of eligible share-
holders from 75 to 100. 

Finally, under the Senate amendment non-
resident aliens are allowed as beneficiaries of 
an electing small business trust. 
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Effective date.—The Senate amendment 

provisions apply to taxable years beginning 
after December 31, 2003, except that the pro-
vision relating to nonresident aliens is effec-
tive on date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
2. Termination of election and additions to 

tax due to passive investment income 
PRESENT LAW 

An S corporation is subject to corporate-
level tax, at the highest marginal corporate 
tax rate, on its net passive income if the cor-
poration has (1) subchapter C earnings and 
profits at the close of the taxable year and 
(2) gross receipts more than 25 percent of 
which are passive investment income. 

In addition, an S corporation election is 
terminated whenever the corporation has 
subchapter C earnings and profits at the 
close of three consecutive taxable years and 
has gross receipts for each of such years 
more than 25 percent of which are passive in-
vestment income. 

For these purposes, ‘‘passive investment 
income’’ generally means gross receipts de-
rived from royalties, rents, dividends, inter-
est, annuities, and sales or exchanges of 
stock or securities (to the extent of gains). 
‘‘Passive investment income’’ generally does 
not include interest on accounts receivable, 
gross receipts that are derived directly from 
the active and regular conduct of a lending 
or finance business, gross receipts from cer-
tain liquidations, or gain or loss from any 
section 1256 contract (or related property) of 
an options or commodity dealer. ‘‘Net pas-
sive income’’ is defined as passive invest-
ment income reduced by the allowable de-
ductions that are directly connected with 
the production of the income. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision increases 

the 25–percent threshold to 60 percent. 
Also, the Senate amendment repeals cap-

ital gain as a category of passive income. 
Effective date.—The Senate amendment 

provision applies to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
3. Treatment of S corporation shareholders 

(a) In general 
PRESENT LAW 

In general, each S corporation shareholder 
takes into account its pro rata share of the 
S corporation income and loss for the tax-
able year.

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision makes 

the following changes in the treatment of S 
corporation shareholders: 

Under the Senate amendment provision, if 
a shareholder’s stock in an S corporation is 
transferred incident to a divorce decree, the 
pro rata share of any suspended corporate 
loss is transferred to the transferee spouse. 

Under the Senate amendment provision, 
the beneficiary of a qualified subchapter S 
trust is allowed the suspended losses under 
the at-risk rules and the passive loss rules 
when the trust disposes of the stock. 

Effective date.—The Senate amendment 
provisions apply to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 

(b) Electing small business trusts 

PRESENT LAW 

Under present law, an electing small busi-
ness trust (‘‘ESBT’’) may be an S corpora-
tion shareholder. In general, the bene-
ficiaries of an ESBT must be individuals and 
others taxpayers that may own stock in an S 
corporation directly. Each potential current 
beneficiary of the trust is counted as a 
shareholder in determining whether or not 
the corporation meets the requirement that 
an S corporation have no more than 75 share-
holders. 

The portion of the trust consisting of S 
corporation stock is treated as a separate 
trust. The trust is taxed at the maximum 
trust tax rate (which is the same as the max-
imum individual tax rate) on the items of in-
come, deduction, gain, or loss passing 
through from the S corporation. The remain-
ing portion of the trust is treated as a sepa-
rate trust taxed under the normal rules re-
lating to the taxation of trusts and bene-
ficiaries. In computing the amount of the 
distribution deduction for the trust, no sub-
chapter S items are taken into account. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment provision, 
unexercised powers of appointment are dis-
regarded in determining the beneficiaries of 
an electing small business trust. 

Under the Senate amendment provision, 
the treatment of distributions from an elect-
ing small business trust is clarified by treat-
ing distributions from each portion (i.e., the 
portion attributable to the S corporation 
stock and the remaining portion) of the trust 
as separate distributions. 

Effective date.—The Senate amendment 
provisions apply to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the provision in the Senate amendment pro-
vision. 

4. Provisions relating to banks 

(a) IRAs holding bank stock 

PRESENT LAW 

An individual retirement arrangement 
(‘‘IRA’’) may not hold stock in an S corpora-
tion. 

The Code contains rules prohibiting cer-
tain transactions between disqualified per-
sons and certain tax-favored retirement ar-
rangements, including IRAs. These rules are 
designed to prevent certain self-dealing 
transactions. For example, the sale of an 
asset held by an IRA to the beneficiary of 
the IRA is a prohibited transaction. In gen-
eral, an excise tax is imposed on prohibited 
transactions. In the case of an IRA, however, 
if the IRA beneficiary engages in a prohib-
ited transaction, the excise tax does not 
apply and, instead, the IRA ceases to be an 
IRA. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment provision provides 
that the sale of holding bank stock held in 
an IRA to the beneficiary of the IRA is not 
a prohibited transaction, in order to allow 
the corporation to be eligible to elect to be 
an S corporation. 

Effective date.—The Senate amendment 
provision applies to stock held by an IRA on 
the date of enactment. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.

(b) Exclusion of investment securities in-
come from passive income test for 
bank S corporations 

PRESENT LAW 

An S corporation is subject to corporate-
level tax, at the highest marginal corporate 
tax rate, on its net passive income if the cor-
poration has (1) subchapter C earnings and 
profits at the close of the taxable year and 
(2) gross receipts more than 25 percent of 
which are passive investment income. 

In addition, an S corporation election is 
terminated whenever the corporation has 
subchapter C earnings and profits at the 
close of three consecutive taxable years and 
has gross receipts for each of such years 
more than 25 percent of which are passive in-
vestment income. 

For these purposes, ‘‘passive investment 
income’’ generally means gross receipts de-
rived from royalties, rents, dividends, inter-
est, annuities, and sales or exchanges of 
stock or securities (to the extent of gains). 
‘‘Passive investment income’’ generally does 
not include interest on accounts receivable, 
gross receipts that are derived directly from 
the active and regular conduct of a lending 
or finance business, gross receipts from cer-
tain liquidations, or gain or loss from any 
section 1256 contract (or related property) of 
an options or commodity dealer. ‘‘Net pas-
sive income’’ is defined as passive invest-
ment income reduced by the allowable de-
ductions that are directly connected with 
the production of the income. 

HOUSE BILL 

No amendment. 

SENATE AMENDMENT 

The Senate amendment provision provides 
that, in the case of a bank or bank holding 
company, passive income does not include 
interest and does not include dividends on 
assets required to be held by the bank or 
bank holding company. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

(c) Treatment of qualifying director shares 

PRESENT LAW 

A small business corporation may elect to 
be treated as an S corporation. A ‘‘small 
business corporation’’ is defined as a domes-
tic corporation which is not an ineligible 
corporation and which does not have (1) 
more than 75 shareholders; (2) as a share-
holder, a person (other than certain trusts, 
estates, charities, or qualified retirement 
plans) who is not an individual; (3) a non-
resident alien as a shareholder; and (4) more 
than one class of stock. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

Under the Senate amendment provision, 
shares held by reason of being a bank direc-
tor that are subject to an agreement pursu-
ant to which the holder is required to dispose 
of the shares upon termination of the hold-
er’s status as a director at the same price 
the individual acquired the shares are not 
treated as a second class of stock. Distribu-
tions are treated like interest payments. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision. 

VerDate Jan 31 2003 05:22 May 24, 2003 Jkt 019060 PO 00000 Frm 00103 Fmt 7634 Sfmt 0634 E:\CR\FM\A22MY7.261 H22PT2



CONGRESSIONAL RECORD — HOUSEH4688 May 22, 2003

384 The applicable rate of pay is the basic pay pre-
scribed for level IV of the Executive Schedule under 
5 U.S.C. 5315. 

385 Subchapter I of chapter 57 of title 5, U.S.C. 
386 Chapter 51 and subchapter III of chapter 53 of 

title 5, U.S.C. 
387 5 U.S.C. 5316. 
388 5 U.S.C. 3109(b). 

5. Qualified subchapter S subsidiaries 

(a) Relief from inadvertently invalid quali-
fied subchapter S subsidiaries and elec-
tions and terminations 

PRESENT LAW 
Under present law, inadvertent subchapter 

S elections and terminations may be waived. 
HOUSE BILL 

No provision. 
SENATE AMENDMENT 

The Senate amendment provision allows 
inadvertent qualified subchapter S sub-
sidiary elections and terminations to be 
waived by the IRS. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.

(b) Information returns for qualified sub-
chapter S subsidiaries 

PRESENT LAW 
Under present law, a wholly owned sub-

sidiary of an S corporation may elect to be 
treated as not a separate corporation. The 
assets, liabilities, and items of income, de-
duction, and credit of the subsidiary are 
treated as assets, liabilities, and items of the 
parent S corporation. 

HOUSE BILL 
No provision 

SENATE AMENDMENT 
The Senate amendment provision provides 

authority to the Secretary of the Treasury 
to provide guidance regarding information 
returns of subchapter S subsidiaries. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
6. Elimination of all earnings and profits at-

tributable to pre-1983 years 
PRESENT LAW 

The Small Business Job Protection Act of 
1996 provided that if a corporation was an S 
corporation for its first taxable year begin-
ning after 1996, the accumulated earnings 
and profits of the corporation were reduced 
as of the beginning of that year by the accu-
mulated earnings and profits (if any) accu-
mulated in a taxable year beginning before 
1983 for which the corporation was an elect-
ing small business corporation under sub-
chapter S. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision elimi-

nates all accumulated earnings and profits of 
a corporation accumulated in a taxable year 
beginning before 1983 for which the corpora-
tion was an electing small business corpora-
tion under subchapter S. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
VIII. BLUE RIBBON COMMISSION ON COM-

PREHENSIVE TAX REFORM (SECS. 601–607 OF 
THE SENATE AMENDMENT) 

PRESENT LAW 
No provision. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment establishes the 

Blue Ribbon Commission on Comprehensive 

Tax Reform (the ‘‘Commission’’). The Com-
mission is composed of 12 members, of whom: 
(1) one is the Chairman of the Board of the 
Federal Reserve System; (2) two are ap-
pointed by the majority leader of the Senate; 
(3) two are appointed by the minority leader 
of the Senate; (4) two are appointed by the 
Speaker of the House of Representatives; (5) 
two are appointed by the minority leader of 
the House of Representatives; and (6) three 
are appointed by the President, of which no 
more than two will be of the same party as 
the President. Members of the Commission 
may be employees or former employees of 
the Federal Government. Appointments of 
Commission members will be made not later 
than July 30, 2003. Members of the Commis-
sion will be appointed for the life of the 
Commission. Any vacancy in the Commis-
sion will not affect its powers but will be 
filled in the same manner as the original ap-
pointment. 

The Commission will hold its first meeting 
not later than 30 days after the date on 
which all Commission members have been 
appointed. The President will select a Com-
mission Chairman (‘‘Chairman’’) and Vice 
Chairman from among the members of the 
Commission. The Commission will meet at 
the call of the Chairman. A majority of the 
members of the Commission will constitute 
a quorum, but a lesser number of members 
may hold hearings (discussed below). 

The Commission will conduct a thorough 
study of all matters relating to a comprehen-
sive reform of the Federal tax system, in-
cluding the reform of the Internal Revenue 
Code of 1986 and the implementation (if ap-
propriate) of other types of tax systems. The 
Commission will develop recommendations 
on how to comprehensively reform the Fed-
eral tax system in a manner that generates 
appropriate revenue for the Federal Govern-
ment. Not later than 18 months after the 
date on which all initial members of the 
Commission have been appointed, the Com-
mission will submit a report to the President 
and Congress which will contain a detailed 
statement of the findings and conclusions of 
the Commission, together with its rec-
ommendations for such legislation and ad-
ministrative actions as it considers appro-
priate. 

The Commission may hold such hearings, 
sit and act at such times and places, take 
such testimony, and receive such evidence as 
the Commission considers advisable to carry 
out the amendment. Additionally, the Com-
mission may secure directly from any Fed-
eral department or agency such information 
as the Commission considers necessary to 
carry out the amendment. Upon request of 
the Chairman, the head of such department 
or agency will furnish such information to 
the Commission. The Commission may use 
the United States mails in the same manner 
and under the same condition as other de-
partments and agencies of the Federal Gov-
ernment. The Commission may accept, use, 
and dispose of gifts or donations of services 
or property. 

Each member of the Commission who is 
not an officer or employee of the Federal 
Government will be compensated at a rate 
equal to the daily equivalent of a prescribed 
annual rate of pay 384 for each day (including 
travel time) during which such member is 
engaged in the performance of the duties of 
the Commission. All members of the Com-
mission who are officers or employees of the 
United States will serve without compensa-
tion in addition to that received for their 
services as officers or employees of the 
United States. Commission members will be 

allowed travel expenses, including per diem 
in lieu of subsistence, at rates authorized for 
employees of agencies while away from their 
homes or regular places of business in the 
performance of services for the Commis-
sion.385 

The Chairman, without regard to the civil 
service laws and regulations, may appoint 
and terminate an executive director and 
such other additional personnel as may be 
necessary to enable the Commission to per-
form its duties. The employment of an exec-
utive director will be subject to confirma-
tion by the Commission. The Chairman may 
fix the compensation of the executive direc-
tor and other personnel without regard to 
classification of positions and general sched-
ule pay rates,386 except that the rate of pay 
for the executive director and other per-
sonnel may not exceed the rate payable for 
level V of the executive schedule.387 

Any employee of the Federal Government 
may be detailed to the Commission without 
reimbursement, and such detail will be with-
out interruption or loss of civil service sta-
tus or privilege. The Chairman may procure 
temporary and intermittent services 388 at 
rates for individuals which do not exceed the 
daily equivalent of the annual rate of basic 
pay prescribed for level V of the executive 
schedule. 

The Commission will terminate 90 days 
after the date on which the Commission sub-
mits the report required by the provision. 
Such sums as are necessary to carry out the 
Senate amendment are appropriated. 

Effective date.—The Senate amendment is 
effective on the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
IX. REIT PROVISIONS 

A. REIT Modification Provisions (Secs. 701–
707 of the Senate Amendment and Secs. 856 
and 857 of the Code) 

PRESENT LAW 
In general 

Real estate investment trusts (‘‘REITs’’) 
are treated, in substance, as pass-through 
entities under present law. Pass-through sta-
tus is achieved by allowing the REIT a de-
duction for dividends paid to its share-
holders. REITs are generally restricted to in-
vesting in passive investments primarily in 
real estate and securities. 

A REIT must satisfy four tests on a year-
by-year basis: organizational structure, 
source of income, nature of assets, and dis-
tribution of income. Whether the REIT 
meets the asset tests is generally measured 
each quarter. 
Organizational structure requirements 

To qualify as a REIT, an entity must be for 
its entire taxable year a corporation or an 
unincorporated trust or association that 
would be taxable as a domestic corporation 
but for the REIT provisions, and must be 
managed by one or more trustees. The bene-
ficial ownership of the entity must be evi-
denced by transferable shares or certificates 
of ownership. Except for the first taxable 
year for which an entity elects to be a REIT, 
the beneficial ownership of the entity must 
be held by 100 or more persons, and the enti-
ty may not be so closely held by individuals 
that it would be treated as a personal hold-
ing company if all its adjusted gross income 
constituted personal holding company in-
come. A REIT is disqualified for any year in 
which it does not comply with regulations to 
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389 A REIT is not treated as providing services that 
produce impermissible tenant services income if 
such services are provided by an independent con-
tractor from whom the REIT does not derive or re-
ceive any income. An independent contractor is de-
fined as a person who does not own, directly or indi-
rectly, more than 35 percent of the shares of the 
REIT. Also, no more than 35 percent of the total 
shares of stock of an independent contractor (or of 
the interests in net assets or net profits, if not a cor-
poration) can be owned directly or indirectly by per-
sons owning 35 percent or more of the interests in 
the REIT. 

390 Rents for certain personal property leased in 
connection are treated as rents from real property if 
the fair market value of the personal property does 
not exceed 15 percent of the aggregate fair market 
values of the real and personal property 

391 Section 856(d)(2)(B). 
392 Section 856(d)(8). 
393 Prior to 1999, the rule had applied to the 

amount by which 95 percent of the income exceeded 
the items subject to the 95 percent test. 

394 The ratio of the REIT’s net to gross income is 
applied to the excess amount, to determine the 
amount of tax (disregarding certain items otherwise 
subject to a 100-percent tax). In effect, the formula 
seeks to require that all of the REIT net income at-
tributable to the failure of the income tests will be 
paid as tax. Sec. 857(b)(5).

395 Thus, the 100 percent tax on prohibited trans-
actions helps to ensure that the REIT is a passive 
entity and may not engage in ordinary retailing ac-
tivities such as sales to customers of condominium 
units or subdivided lots in a development project. 

396 See, e.g., PLR 200052021, PLR 199945055, PLR 
19927021, PLR 8838016. A private letter ruling may be 
relied upon only by the taxpayer to which the ruling 
is issued. However, such rulings provide an indica-
tion of administrative practice. 

397 Section 1361(c)(5), without regard to paragraph 
(B)(iii) thereof. 

398 Certain corporations are not eligible to be a 
TRS, such as a corporation which directly or indi-
rectly operates or manages a lodging facility or a 
health care facility or directly or indirectly provides 
to any other person rights to a brand name under 
which any lodging facility or health care facility is 
operated. Sec. 856((1)(3). 

399 If the excise tax applies, the item is not also re-
allocated back to the TRS under section 482. 

ascertain the actual ownership of the REIT’s 
outstanding shares. 
Income requirements 

In order for an entity to qualify as a REIT, 
at least 95 percent of its gross income gen-
erally must be derived from certain passive 
sources (the ‘‘95-percent income test’’). In 
addition, at least 75 percent of its income 
generally must be from certain real estate 
sources (the ‘‘75-percent income test’’), in-
cluding rents from real property (as defined) 
and gain from the sale or other disposition of 
real property. 

Qualified rental income 
Amounts received as impermissible ‘‘ten-

ant services income’’ are not treated as rents 
from real property.389 In general, such 
amounts are for services rendered to tenants 
that are not ‘‘customarily furnished’’ in con-
nection with the rental of real property.390 
Special rules also permit amounts to be re-
ceived from certain ‘‘foreclosure property’’ 
treated as such for 3 years after the property 
is acquired by the REIT in foreclosure after 
a default (or imminent default) on a lease of 
such property or an indebtedness which such 
property secured. 

Rents from real property, for purposes of 
the 95-percent and 75-percent income tests, 
generally do not include any amount re-
ceived or accrued from any person in which 
the REIT owns, directly or indirectly, 10 per-
cent or more of the vote or value.391 An ex-
ception applies to rents received from a tax-
able REIT subsidiary (‘‘TRS’’) (described fur-
ther below) if at least 90 percent of the 
leased space of the property is rented to per-
sons other than a TRS or certain related per-
sons, and if the rents from the TRS are sub-
stantially comparable to unrelated party 
rents.392 

Certain hedging instruments 
Except as provided in regulations, a pay-

ment to a REIT under an interest rate swap 
or cap agreement, option, futures contract, 
forward rate agreement, or any similar fi-
nancial instrument, entered into by the 
trust in a transaction to reduce the interest 
rate risks with respect to any indebtedness 
incurred or to be incurred by the REIT to ac-
quire or carry real estate assets, and any 
gain from the sale or disposition of any such 
investment, is treated as income qualifying 
for the 95-percent income test. 

Tax if qualified income tests not met 
If a REIT fails to meet the 95-percent or 75-

percent income tests but has set out the in-
come it did receive in a schedule and any 
error in the schedule is due to reasonable 
cause and not willful neglect, then the REIT 
does not lose its REIT status but instead 
pays a tax measured by the greater of the 
amount by which 90 percent 393 of the REIT’s 
gross income exceeds the amount of items 

subject to the 95-percent test, or the amount 
by which 75 percent of the REIT’s gross in-
come exceeds the amount of items subject to 
the 75-percent test.394 

Income or loss from prohibited transactions 

In general, a REIT must derive its income 
from passive sources and not engage in any 
active trade or business. A 100 percent tax is 
imposed on the net income of a REIT from 
‘‘prohibited transactions’’. A prohibited 
transaction is the sale or other disposition of 
property described in section 1221(1) of the 
Code (property held for sale in the ordinary 
course of a trade or business) other than 
foreclosure property.395 A safe harbor is pro-
vided for certain sales of rent producing real 
property that otherwise might be considered 
prohibited transactions. The safe harbor is 
limited to seven or fewer sales a year or, al-
ternatively, any number of sales provided 
that the aggregate adjusted basis of the 
property sold does not exceed 10 percent of 
the aggregate basis of all the REIT’s assets 
at the beginning of the REIT’s taxable year. 
The safe harbor only applies to property that 
has been held by the REIT for at least 4 
years. In addition, property is eligible for the 
safe harbor only if the aggregate expendi-
tures made directly or indirectly by the 
REIT during the 4-year period prior to date 
of sale do not exceed 30 percent of the net 
selling price of the property. 

Certain timber income 

REITs have been formed to hold land on 
which trees are grown. Upon maturity of the 
trees, the standing trees are sold by the 
REIT to its taxable REIT subsidiary, which 
cuts and logs the trees and processes the 
timber to produce lumber, lumber products 
such a plywood or composite. The Internal 
Revenue Service has issued private letter 
rulings in particular instances stating that 
the income can qualify as REIT real prop-
erty income because the uncut timber and 
the timberland on which the timber grew is 
considered real property and the sale of 
uncut trees can qualify as capital gain de-
rived from the sale of real property.396 

Asset requirements 

To satisfy the asset requirements to qual-
ify for treatment as a REIT, at the close of 
each quarter of its taxable year, an entity 
must have at least 75 percent of the value of 
its assets invested in real estate assets, cash 
and cash items, and government securities 
(the ‘‘75-percent asset test’’). The term real 
estate asset is defined to mean real property 
(including interests in real property and 
mortgages on real property) and interests in 
REITs.

Limitation on investment in other entities 

A REIT is limited in the amount that it 
can own in other corporations. Specifically, 
a REIT cannot own securities (other than 
Government securities and certain real es-
tate assets) in an amount greater than 25 
percent of the value of REIT assets. In addi-
tion, it cannot own such securities of any 
one issuer representing more than 5 percent 

of the total value of REIT assets or more 
than 10 percent of the voting securities or 10 
percent of the value of the outstanding secu-
rities of any one issuer. Securities for pur-
poses of these rules are defined by reference 
to the Investment Company Act of 1940. 

‘‘Straight debt’’ exception 

Securities of an issuer that are within a 
safe-harbor definition of ‘‘straight debt’’ (as 
defined for purposes of subchapter S 397 are 
not taken into account in applying the limi-
tation that a REIT may not hold more than 
10 percent of the value of outstanding securi-
ties of a single issuer, if: (1) the issuer is an 
individual, or (2) the only securities of such 
issuer held by the REIT or a taxable REIT 
subsidiary of the REIT are straight debt, or 
(3) the issuer is a partnership and the trust 
holds at least a 20 percent profits interest in 
the partnership. 

Straight debt is defined as a written or un-
conditional promise to pay on demand or on 
a specified date a sum certain in money if (i) 
the interest rate (and interest payment 
dates) are not contingent on profits, the bor-
rower’s discretion, or similar factors; (ii) 
there is no convertibility (directly or indi-
rectly) into stock; and (iii) the creditor is an 
individual (other than a nonresident alien), 
an estate, certain trusts, or a person which is 
actively and regularly engaged in the busi-
ness of lending money. 

Certain subsidiary ownership permitted with 
income treated as income of the REIT 

Under one exception to the rule limiting a 
REIT’s securities holdings to no more than 
10 percent of the vote or value of a single 
issuer, a REIT can own 100 percent of the 
stock of a corporation, but in that case the 
income and assets of such corporation are 
treated as income and assets of the REIT. 

Special rules for Taxable REIT subsidiaries 

Under another exception to the general 
rule limiting REIT securities ownership of 
other entities, a REIT can own stock of a 
taxable REIT subsidiary (‘‘TRS’’), generally, 
a corporation other than a real estate invest-
ment trust 398 with which the REIT makes a 
joint election to be subject to special rules. 
A TRS can engage in active business oper-
ations that would produce income that 
would not be qualified income for purposes of 
the 95–percent or 75-percent income tests for 
a REIT, and that income is not attributed to 
the REIT. For example a TRS could provide 
noncustomary services to REIT tenants, or 
it could engage directly in the active oper-
ation and management of real estate (with-
out use of an independent contractor); and 
the income the TRS derived from these non-
qualified activities would not be treated as 
disqualified REIT income. Transactions be-
tween a TRS and a REIT are subject to a 
number of specified rules that are intended 
to prevent the TRS (taxable as a separate 
corporate entity) from shifting taxable in-
come from its activities to the pass through 
entity REIT or from absorbing more than its 
share of expenses. Under one rule, a 100 per-
cent excise tax is imposed on rents, deduc-
tions, or interest paid by the TRS to the 
REIT to the extent such items would exceed 
an arm’s length amount as determined under 
section 482.399 
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400 The proposal does not modify any of the stand-
ards of section 482 as they apply to REITS and to 
taxable REIT subsidiaries. 

401 Although a REIT could itself provide such serv-
ices and receive the income for them without receiv-
ing any disqualified income, in that case the REIT 
itself would be bearing the cost of providing the 
service. Under the present law exception for a TRS 
providing such service, there is no explicit require-
ment that the TRS be reimbursed for the full cost of 
the service. 

Rents subject to the 100 percent excise tax 
do not include rents for services of a TRS 
that are for services customarily furnished 
or rendered in connection with the rental of 
real property. 

They also do not include rents from a TRS 
that are for real property or from incidental 
personal property provided with such real 
property. 
Income distribution requirements 

A REIT is generally required to distribute 
90 percent of its income before the end of its 
taxable year, as deductible dividends paid to 
shareholders. This rule is similar to a rule 
for regulated investment companies 
(‘‘RICs’’) that requires distribution of 90 per-
cent of income. Both RICS and REITs can 
make certain ‘‘deficiency dividends’’ after 
the close of the taxable year, and have these 
treated as made before the end of the year. 
Deficiency dividends may be declared on or 
after the date of ‘‘determination’’. A deter-
mination is defined to include only (i) a final 
decision by the Tax Court or other court of 
competent jurisdiction, (ii) a closing agree-
ment under section 7121, or (iii) under Treas-
ury regulations, an agreement signed by the 
Secretary and the REIT. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment makes a number of 

modifications to the REIT rules. 
Straight debt modification 

The provision modifies the definition of 
‘‘straight debt’’ for purposes of the limita-
tion that a REIT may not hold more than 10 
percent of the value of the outstanding secu-
rities of a single issuer, to provide more 
flexibility than the present law rule. In addi-
tion, except as provided in regulations, nei-
ther such straight debt nor certain other 
types of securities are considered ‘‘securi-
ties’’ for purposes of this rule.

Straight debt securities 
‘‘Straight-debt’’ is still defined by ref-

erence to section 1361(c)(5), however, without 
regard to subparagraph (B)(iii) thereof (lim-
iting the nature of the creditor). 

Special rules are provided permitting cer-
tain contingencies for purposes of the REIT 
provision. Any interest or principal shall not 
be treated as failing to satisfy section 
1361(c)(5)(B)(i) solely by reason of the fact 
that the time of payment of such interest or 
principal is subject to a contingency, but 
only if one of several factors applies. The 
first type of contingency that is permitted is 
one that does not have the effect of changing 
the effective yield to maturity, as deter-
mined under section 1272, other than a 
change in the annual yield to maturity 
which either (i) does not exceed the greater 
of 1⁄4 of 1 percent or 5 percent of the annual 
yield to maturity, or (ii) results solely from 
a default or the exercise of a prepayment 
right by the issuer of the debt. 

The second type of contingency that is per-
mitted is one under which neither the aggre-
gate issue price nor the aggregate face 
amount of the debt instruments held by the 
REIT exceeds $1,000,000 and not more than 12 
months of unaccrued interest can be required 
to be prepaid thereunder. 

The bill eliminates the present law rule re-
quiring a REIT to own a 20 percent equity in-
terest in a partnership in order for debt to 
qualify as ‘‘straight debt’’. The bill instead 
provides new ‘‘look-through’’ rules deter-
mining a REIT partner’s share of partnership 
securities, generally treating debt to the 
REIT as part of the REIT’s partnership in-
terest for this purpose, except in the case of 
otherwise qualifying debt of the partnership. 

Certain corporate or partnership issues 
that otherwise would be permitted to be held 

without limitation under the special straight 
debt rules described above will not be so per-
mitted if the REIT holding such securities, 
and any of its taxable REIT subsidiaries, 
holds any securities of the issuer which are 
not permitted securities (prior to the appli-
cation of this rule) and have an aggregate 
value greater than 1 percent of the issuer’s 
outstanding securities. 

Other securities 
Except as provided in regulations, the fol-

lowing also are not considered ‘‘securities’’ 
for purposes of the rule that a REIT cannot 
own more than 10 percent of the value of the 
outstanding securities of a single issuer: (i) 
any loan to an individual or an estate, (ii) 
any section 467 rental agreement, (as defined 
in section 467(d)), other than with a person 
described in section 856(d)(2)(B), (iii) any ob-
ligation to pay rents from real property, (iv) 
any security issued by a State or any polit-
ical subdivision thereof, the District of Co-
lumbia, a foreign government, or any polit-
ical subdivision thereof, or the Common-
wealth of Puerto Rico, but only if the deter-
mination of any payment received or ac-
crued under such security does not depend in 
whole or in part on the profits of any entity 
not described in this category, or payments 
on any obligation issued by such an entity, 
(v) any security issued by a real estate in-
vestment trust; (vi) any other arrangement 
that, as determined by the Secretary, is ex-
cepted from the definition of a security.
Safe harbor testing date for certain rents 

The bill provides specific safe-harbor rules 
regarding the dates for testing whether 90 
percent of a REIT property is rented to unre-
lated persons and whether the rents paid by 
related persons are substantially comparable 
to unrelated party rents. These testing rules 
are provided solely for purposes of the spe-
cial provision permitting rents received from 
a related party to be treated as qualified 
rental income for purposes of the income 
tests.400

Customary services exception 
The bill prospectively eliminates the safe 

harbor allowing rents received by a REIT to 
be exempt from the 100 percent excise tax if 
the rents are for customary services per-
formed by the TRS 401 or are from a TRS and 
are for the provision of certain incidental 
personal property. Instead, such payments 
would be free of the excise tax if they satisfy 
the present law safe-harbor that applies if 
the REIT pays the TRS at least 150 percent 
of the cost to the TRS of providing any serv-
ices. 
Hedging rules 

The rules governing the tax treatment of 
arrangements engaged in by a REIT to re-
duce interest rate risks are prospectively 
conformed to the rules included in section 
1221. 
95-percent gross income requirement 

The bill prospectively amends the tax li-
ability owed by the REIT when it fails to 
meet the 95-percent of gross income test by 
applying a taxable fraction based on 95 per-
cent, rather than 90 percent of the REIT’s 
gross income. 
Safe harbor from prohibited transactions for 

certain timberland sales 
The bill provides that a sale of a real es-

tate asset will not be a prohibited trans-

action the following six requirements are 
met: 

(1) The asset must have been held for at 
least 4 years in the trade or business of pro-
ducing timber; 

(2) The aggregate expenditures made the 
REIT (or a partner of the REIT) during the 
4-year period preceding the date of sale that 
are includible in the basis of the property 
that are directly related to the operation of 
the property for the production of timber or 
for the preservation of the property for use 
as timberland must not exceed 30 percent of 
the net selling price of the property; 

(3) The aggregate expenditures made the 
REIT (or a partner of the REIT) during the 
4-year period preceding the date of sale that 
are includible in the basis of the property 
that do not qualify under the second require-
ment (i.e., those expenditures are not di-
rectly related to the operation of the prop-
erty for the production of timber or the pres-
ervation of the property for use as 
timberland) must not exceed 5 percent of the 
net selling price of the property; 

(4) The REIT either (i) does not make more 
than 7 sales of property (other than sales of 
foreclosure property or sales to which 1033 
applies) or (ii) the aggregate adjusted bases 
(as determined for purposes of computing 
earnings and profits) of property sold during 
the year (other than sales of foreclosure 
property or sales to which 1033 applies) does 
not exceed 10 percent of the aggregate bases 
(as determined for purposes of computing 
earnings and profits)of property of all assets 
of the REIT as of the beginning of the year; 

(5) Substantially all of the marketing ex-
penditure with respect to the property are 
made by persons who an independent con-
tractor (as defined by section 856(d)(3) with 
respect to the REIT and from whom the 
REIT does not derive any income; and 

(6) The sales price of the sale of the prop-
erty to a taxable REIT subsidiary cannot be 
based in whole or in part on the income or 
profits that the subsidiary derives from the 
sales of such properties. 

Costs that are not includible in the basis of 
the property are not counted towards either 
the 30 or 5 percent requirements. 

Capital expenditures counted towards 30-per-
cent requirement 

Capital expenditures counted towards the 
30-percent limit are those expenditures that 
are includible in the basis of the property 
(other than timberland acquisition expendi-
tures), and that are directly related to oper-
ation of the property for the production of 
timber, or for the preservation of the prop-
erty for use as timberland. These capital ex-
penditures are those incurred directly in the 
operation of raising timber (i.e., 
silviculture), as opposed to capital expendi-
tures incurred in the ownership of undevel-
oped land. In general, these capital expendi-
tures incurred directly in the operation of 
raising timber include capital expenditures 
incurred by the REIT to create an estab-
lished stand of growing trees. A stand of 
trees is considered established when a target 
stand exhibits the expected growing rate and 
is free of non-target competition (e.g., hard-
woods; grasses, brush, etc.) that may signifi-
cantly inhibit or threaten the target stand 
survival. The costs commonly incurred dur-
ing stand establishment are: (1) site prepara-
tion including manual or mechanical scari-
fication, manual or mechanical cutting, 
disking, bedding, shearing, raking, piling, 
broadcast and windrow/pile burning (includ-
ing slash disposal costs as required for stand 
establishment); 2) site regeneration includ-
ing manual or mechanical hardwood coppice; 
(3) chemical application via aerial or ground 
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402 The provision relating to timberland sales is 
not intended to change present law regarding when 
structures involving timberland may qualify for 
REIT status. 

403 See description of Present Law under REIT 
modification provisions, supra. 

404 Sec. 856(c)(6) and Sec. 857(b)(5). 

405 Sec. 856(c)(4)(B)(iii). These rules do not apply to 
securities of a taxable REIT subsidiary, or to securi-
ties that qualify for the 75 percent asset test of sec-
tion 856(c)(4)(A), such as real estate assets, cash 
items (including receivables), or Government securi-
ties.

406 A REIT might satisfy the requirements without 
a disposition, for example, by increasing its other 
assets in the case of the 5 percent rule; or by the 
issuer modifying the amount or value of its total se-
curities outstanding in the case of the 10 percent 
rule. 

407 Since enactment, the mental health parity re-
quirements have been extended on more than one 
occasion. 

to eliminate or reduce vegetation; (4) nurs-
ery operating costs including personnel sala-
ries and benefits, facilities costs, cone collec-
tion and seed extraction, and other costs di-
rectly attributable to the nursery operations 
(to the extent such costs are allocable to 
seedlings used by the REIT); (5) seedlings in-
cluding storage, transportation and handling 
equipment; (6) direct planting of seedlings; 
(7) initial stand fertilization, up through 
stand establishment; (8) construction cost of 
road to be used for removal of logs or fire 
protection; (9) environmental costs (i.e., 
habitat conservation plans), (10) any post 
stand capital establishment costs (e.g., 
‘‘mid-term fertilization costs).’’ 

Capital expenditures counted towards 5-per-
cent requirement 

Capital expenditures counted towards the 
5-percent limit are those capital expendi-
tures incurred in the ownership of undevel-
oped land that are not incurred in the direct 
operation of raising timber (i.e., 
silviculture). This category of capital ex-
penditures includes (1) expenditures to sepa-
rate the REIT’s holdings of land into sepa-
rate parcels; (2) costs of granting leases or 
easements to cable, cellular or similar com-
panies, (3) costs in determining the presence 
or quality of minerals located on the land; 
(4) costs incurred to defend changes in law 
that would limit future use of the land by 
the REIT or a purchaser from the REIT; and 
(5) costs incurred to determine alternative 
uses of the land (e.g., recreational use); and 
(6) development costs of the property in-
curred by the REIT (e.g., engineering, sur-
veying, legal, permit, consulting, road con-
struction, utilities, and other development 
costs for use other than to grow timber). 
Effective date 

The bill is generally effective for taxable 
years beginning after December 31, 2000. 

However, some of the provisions are effec-
tive for taxable years beginning after the 
date of enactment. These are: the new ‘‘look 
through’’ rules determining a REIT partner’s 
share of partnership securities for purposes 
of the ‘‘straight debt’’ rules; the provision 
changing the 90-percent of gross income ref-
erence to 95 percent, for purposes of the tax 
liability if a REIT fails to meet the 95-per-
cent of gross income test; the new hedging 
definition; the rule modifying the treatment 
of rents with respect to customary services; 
and the safe harbor from prohibited trans-
actions relating to timberland sales.402

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
B. REIT Savings Provisions (Sec. 711 of the 

Senate Amendment and Secs. 856, 857 and 
860 of the Code) 

PRESENT LAW 
A REIT loses its status as a REIT, and be-

comes subject to tax as a C corporation, if it 
fails to meet specified tests regarding the 
sources of its income, the nature and amount 
of its assets, its structure, and the amount of 
its income distributed to shareholders.403

In the case of a failure to meet the source 
of income requirements, if the failure is due 
to reasonable cause and not to willful ne-
glect, the REIT may continue its REIT sta-
tus if it pays the disallowed income as a tax 
to the Treasury.404

There is no similar provision that allows a 
REIT to pay a penalty and avoid disquali-

fication in the case of other qualification 
failures. 

A REIT may make a deficiency dividend 
after a determination is made that it has not 
distributed the correct amount of its income, 
and avoid disqualification. The Code pro-
vides only for determinations involving a 
controversy with the IRS and does not pro-
vide for a REIT to make such a distribution 
on its own initiative. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Under the Senate amendment, a REIT may 

avoid disqualification in the event of certain 
failures of the requirements for REIT status, 
provided that (1) the failure was due to rea-
sonable cause and not willful neglect, (2) the 
failure is corrected, and (3) a penalty amount 
is paid. 

One requirement of present law is that, 
with certain exceptions, (i) not more than 5 
percent of the value of total REIT assets 
may be represented by securities of one 
issuer, and (ii) a REIT may not hold securi-
ties possessing more than 10 percent of the 
total voting power or 10 percent of the total 
value of the outstanding securities of any 
one issuer.405 The requirements must be sat-
isfied each quarter. 

Certain de minimis asset failures of 5percent 
or 10percent tests 

The bill provides that a REIT will not lose 
its REIT status for failing to satisfy these 
requirements in a quarter if the failure is 
due to the ownership of assets the total 
value of which does not exceed the lesser of 
(i) 1 percent of the total value of the REIT’s 
assets at the end of the quarter for which 
such measurement is done or (ii) 10 million 
dollars; provided in either case that the 
REIT either disposes of the assets within 6 
months after the last day of the quarter in 
which the REIT identifies the failure (or 
such other time period prescribed by the 
Treasury), or otherwise meets the require-
ments of those rules by the end of such time 
period.406 

Larger asset test failures (whether of 5-per-
cent or 10-percent tests, or of 75-percent or 
other asset tests) 

If a REIT fails to meet any of the asset 
test requirements requirements for a par-
ticular quarter and the failure exceeds the de 
minimis threshold described above, then the 
REIT still will be deemed to have satisfied 
the requirements if: (i) following the REIT’s 
identification of the failure, the REIT files a 
schedule with a description of each asset 
that caused the failure, in accordance with 
regulations prescribed by the Treasury; (ii) 
the failure was due to reasonable cause and 
not to willful neglect, (iii) the REIT disposes 
of the assets within 6 months after the last 
day of the quarter in which the identifica-
tion occurred or such other time period as is 
prescribed by the Treasury (or the require-
ments of the rules are otherwise met within 
such period), and (iv) the REIT pays a tax on 
the failure. 

The tax that the REIT must pay on the 
failure is the greater of (i) $50,000, or (ii) an 
amount determined (pursuant to regula-
tions) by multiplying the highest rate of tax 

for corporations under section 11, times the 
net income generated by the assets for the 
period beginning on the first date of the fail-
ure and ending on the date the REIT has dis-
posed of the assets (or otherwise satisfies the 
requirements). 

Such taxes are treated as excise taxes, for 
which the deficiency provisions of the excise 
tax subtitle of the Code (subtitle F) apply. 

Conforming reasonable cause and reporting 
standard for failures of income tests 

The bill conforms the reporting and rea-
sonable cause standards for failure to meet 
the income tests to the new asset test stand-
ards. However, the bill does not change the 
rule under section 857(b)(5) that for income 
test failures, all of the net income attributed 
to the disqualified gross income is paid as 
tax. 

Other failures 
The bill adds a provision under which, if a 

REIT fails to satisfy one or more require-
ments for REIT qualification, other than the 
95-percent and 75-percent gross income tests 
and other than the new rules provided for 
failures of the asset tests, the REIT may re-
tain its REIT qualification if the failures are 
due to reasonable cause and not willful ne-
glect, and if the REIT pays a penalty of 
$50,000 for each such failure. 

Taxes and penalties paid deducted from 
amount required to be distributed 

Any taxes or penalties paid under the pro-
vision are deducted from the net income of 
the REIT in determining the amount the 
REIT must distribute under the 90 percent 
distribution requirement. 

Expansion of deficiency dividend procedure 
The Senate amendment expands the cir-

cumstances in which a REIT may declare a 
deficiency dividend, by allowing such a dec-
laration to occur after the REIT unilaterally 
has identified a failure to pay the relevant 
amount. Thus, the declaration need not 
await a decision of the Tax Court, a closing 
agreement, or an agreement signed by the 
Secretary of the Treasury. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
X. EXTENSION OF CERTAIN EXPIRING 

PROVISIONS 
A. Tax on Failure To Comply With Mental 

Health Parity Requirements (Sec. 801 of 
the Senate Amendment and Sec. 9812 of the 
Code) 

PRESENT LAW 
The Mental Health Parity Act of 1996 

amended ERISA and the Public Health Serv-
ice Act to provide that group health plans 
that provide both medical and surgical bene-
fits and mental health benefits cannot im-
pose aggregate lifetime or annual dollar lim-
its on mental health benefits that are not 
imposed on substantially all medical and 
surgical benefits. The provisions of the Men-
tal Health Parity Act are effective with re-
spect to plan years beginning on or after 
January 1, 1998, and expire with respect to 
benefits for services furnished on or after De-
cember 31, 2003.407 

The Taxpayer Relief Act of 1997 added to 
the Internal Revenue Code the requirements 
imposed under the Mental Health Parity 
Act, and imposed an excise tax on group 
health plans that fail to meet the require-
ments. The excise tax is equal to $100 per day 
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408 The excise tax does not apply to benefits for 
services furnished on or after September 30, 2001, and 
before January 10, 2002. 

409 A portion of the child credit may be refundable. 

410 The amount of the credit is 1.8 cents per kilo-
watt hour for 2002. 

during the period of noncompliance and is 
generally imposed on the employer spon-
soring the plan if the plan fails to meet the 
requirements. The maximum tax that can be 
imposed during a taxable year cannot exceed 
the lesser of 10 percent of the employer’s 
group health plan expenses for the prior year 
or $500,000. No tax is imposed if the Sec-
retary determines that the employer did not 
know, and exercising reasonable diligence 
would not have known, that the failure ex-
isted. 

The excise tax is applicable with respect to 
plan years beginning on or after January 1, 
1998, and expires with respect to benefits for 
services provided on or after December 31, 
2003.408 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the excise 

tax for failures to comply with mental 
health parity requirements through Decem-
ber 31, 2004. 

Effective date.—The Senate amendment is 
effective for plan years beginning after De-
cember 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
B. EXTEND ALTERNATIVE MINIMUM TAX RE-

LIEF FOR INDIVIDUALS (SEC. 802 OF THE SEN-
ATE AMENDMENT AND SEC. 26 OF THE CODE) 

PRESENT LAW 
Present law provides for certain non-

refundable personal tax credits (i.e., the de-
pendent care credit, the credit for the elderly 
and disabled, the adoption credit, the child 
tax credit,409 the credit for interest on cer-
tain home mortgages, the HOPE Scholarship 
and Lifetime Learning credits, the IRA cred-
it, and the D.C. homebuyer’s credit). 

For taxable years beginning in 2003, all the 
nonrefundable personal credits are allowed 
to the extent of the full amount of the indi-
vidual’s regular tax and alternative min-
imum tax. 

Without an extension of these rules for 
taxable years beginning after 2003, these 
credits (other than the adoption credit, child 
credit and IRA credit) would be allowed only 
to the extent that the individual’s regular 
income tax liability exceeds the individual’s 
tentative minimum tax, determined without 
regard to the minimum tax foreign tax cred-
it. The adoption credit, child credit, and IRA 
credit are allowed to the full extent of the 
individual’s regular tax and alternative min-
imum tax. 

The alternative minimum tax is the 
amount by which the tentative minimum tax 
exceeds the regular income tax. An individ-
ual’s tentative minimum tax is an amount 
equal to (1) 26 percent of the first $175,000 
($87,500 in the case of a married individual 
filing a separate return) of alternative min-
imum taxable income (‘‘AMTI’’) in excess of 
a phased-out exemption amount and (2) 28 
percent of the remaining AMTI. The max-
imum tax rates on net capital gain used in 
computing the tentative minimum tax are 
the same as under the regular tax. AMTI is 
the individual’s taxable income adjusted to 
take account of specified preferences and ad-
justments. The exemption amounts are: (1) 
$45,000 ($49,000 in taxable years beginning be-
fore 2005) in the case of married individuals 
filing a joint return and surviving spouses; 
(2) $33,750 ($35,750 in taxable years beginning 
before 2005) in the case of other unmarried 
individuals; (3) $22,500 ($24,500 in taxable 

years beginning before 2005) in the case of 
married individuals filing a separate return; 
and (4) $22,500 in the case of an estate or 
trust. The exemption amounts are phased 
out by an amount equal to 25 percent of the 
amount by which the individual’s AMTI ex-
ceeds (1) $150,000 in the case of married indi-
viduals filing a joint return and surviving 
spouses, (2) $112,500 in the case of other un-
married individuals, and (3) $75,000 in the 
case of married individuals filing separate 
returns or an estate or a trust. These 
amounts are not indexed for inflation. 

HOUSE BILL 
No provision.

SENATE AMENDMENT 
The Senate amendment provision extends 

the provisions allowing an individual to off-
set the entire regular tax liability and alter-
native minimum tax liability by the per-
sonal nonrefundable credits for one year. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
C. Extension of Electricity Production Cred-

it for Electricity Produced from Certain 
Renewable Resources (Sec. 803 of the Sen-
ate Amendment and Sec. 45 of the Code) 

PRESENT LAW 
An income tax credit is allowed for the 

production of electricity from either quali-
fied wind energy, qualified ‘‘closed-loop’’ bio-
mass, or qualified poultry waste facilities 
(sec. 45). The amount of the credit is 1.5 
cents per kilowatt hour (indexed for infla-
tion) of electricity produced.410 The credit is 
allowable for production during the 10-year 
period after a facility is originally placed in 
service. 

The credit applies to electricity produced 
by a wind energy facility placed in service 
after December 31, 1993, and before January 
1, 2004, to electricity produced by a closed-
loop biomass facility placed in service after 
December 31, 1992, and before January 1, 2004, 
and to a poultry waste facility placed in 
service after December 31, 1999, and before 
January 1, 2004. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the placed 

in service date for qualified facilities from 
facilities placed in service before January 1, 
2004 to facilities placed in service before Jan-
uary 1, 2005. 

Effective date.—The Senate amendment 
provision is effective for property placed in 
service after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
D. Extend the Work Opportunity Tax Credit 

(Sec. 804 of the Senate Amendment and 
Sec. 51 of the Code) 

PRESENT LAW 
In general 

The work opportunity tax credit (‘‘WOTC’’) 
is available on an elective basis for employ-
ers hiring individuals from one or more of 
eight targeted groups. The credit equals 40 
percent (25 percent for employment of less 
than 400 hours) of qualified wages. Generally, 
qualified wages are wages attributable to 
service rendered by a member of a targeted 
group during the one-year period beginning 
with the day the individual began work for 
the employer. 

The maximum credit per employee is $2,400 
(40 percent of the first $6,000 of qualified 
first-year wages). With respect to qualified 
summer youth employees, the maximum 
credit is $1,200 (40 percent of the first $3,000 
of qualified first-year wages). 

For purposes of the credit, wages are gen-
erally defined as under the Federal Unem-
ployment Tax Act, without regard to the 
dollar cap. 
Targeted groups eligible for the credit 

The eight targeted groups are: (1) families 
eligible to receive benefits under the Tem-
porary Assistance for Needy Families 
(‘‘TANF’’) Program; (2) high-risk youth; (3) 
qualified ex-felons; (4) vocational rehabilita-
tion referrals; (5) qualified summer youth 
employees; (6) qualified veterans; (7) families 
receiving food stamps; and (8) persons receiv-
ing certain Supplemental Security Income 
(‘‘SSI’’) benefits. 

The employer’s deduction for wages is re-
duced by the amount of the credit. 
Expiration date 

The credit is effective for wages paid or in-
curred to a qualified individual who begins 
work for an employer before January 1, 2004. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the work 

opportunity tax credit for one year (through 
December 31, 2004). 

Effective date.—The provision is effective 
for wages paid or incurred to a qualified indi-
vidual who begins work for an employer on 
or after January 1, 2004, and before January 
1, 2005. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
E. Extend the Welfare-To-Work Tax Credit 

(Sec. 805 of the Senate Amendment and 
Sec. 51A of the Code) 

PRESENT LAW 
In general 

The welfare-to-work tax credit is available 
on an elective basis for employers for the 
first $20,000 of eligible wages paid to quali-
fied long-term family assistance recipients 
during the first two years of employment. 
The credit is 35 percent of the first $10,000 of 
eligible wages in the first year of employ-
ment and 50 percent of the first $10,000 of eli-
gible wages in the second year of employ-
ment. The maximum credit is $8,500 per 
qualified employee. 

Qualified long-term family assistance re-
cipients are: (1) members of a family that 
has received family assistance for at least 18 
consecutive months ending on the hiring 
date; (2) members of a family that has re-
ceived family assistance for a total of at 
least 18 months (whether or not consecutive) 
after the date of enactment of this credit if 
they are hired within 2 years after the date 
that the 18-month total is reached; and (3) 
members of a family that is no longer eligi-
ble for family assistance because of either 
Federal or State time limits, if they are 
hired within two years after the Federal or 
State time limits made the family ineligible 
for family assistance. Family assistance 
means benefits under the Temporary Assist-
ance to Needy Families (‘‘TANF’’) program. 

For purposes of the credit, wages are gen-
erally defined under the Federal Unemploy-
ment Tax Act, without regard to the dollar 
amount. In addition, wages include the fol-
lowing: (1) educational assistance excludable 
under a section 127 program; (2) the value of 
excludable health plan coverage but not 
more than the applicable premium defined 
under section 4980B(f)(4); and (3) dependent 
care assistance excludable under section 129. 
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411 Amounts disallowed as a result of this rule may 
be carried forward and deducted in subsequent tax-
able years, subject to the 65-percent taxable income 
limitation for those years. 

412 A proof of gallon is a liquid gallon consisting of 
50 percent alcohol. 

The employer’s deduction for wages is re-
duced by the amount of the credit. 
Expiration date 

The welfare to work credit is effective for 
wages paid or incurred to a qualified indi-
vidual who begins work for an employer be-
fore January 1, 2004. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the wel-

fare-to-work tax credit for one year (through 
December 31, 2004).

Effective date.—The provision is effective 
for wages paid or incurred to a qualified indi-
vidual who begins work for an employer on 
or after January 1, 2004, and before January 
1, 2005. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
F. Taxable Income Limit on Percentage De-

pletion for Oil and Natural Gas Produced 
from Marginal Properties (Sec. 806 of the 
Senate Amendment and Sec. 613A of the 
Code) 

PRESENT LAW 
In general 

Depletion, like depreciation, is a form of 
capital cost recovery. In both cases, the tax-
payer is allowed a deduction in recognition 
of the fact that an asset—in the case of de-
pletion for oil or gas interests, the mineral 
reserve itself—is being expended in order to 
produce income. Certain costs incurred prior 
to drilling an oil or gas property are recov-
ered through the depletion deduction. These 
include costs of acquiring the lease or other 
interest in the property and geological and 
geophysical costs (in advance of actual drill-
ing). Depletion is available to any person 
having an economic interest in a producing 
property. 

Two methods of depletion are allowable 
under the Code: (1) the cost depletion meth-
od, and (2) the percentage depletion method 
(secs. 611–613). Under the cost depletion 
method, the taxpayer deducts that portion of 
the adjusted basis of the depletable property 
which is equal to the ratio of units sold from 
that property during the taxable year to the 
number of units remaining as of the end of 
the taxable year plus the number of units 
sold during the taxable year. Thus, the 
amount recovered under cost depletion may 
never exceed the taxpayer’s basis in the 
property. 

Under the percentage depletion method, 
generally, 15 percent of the taxpayer’s gross 
income from an oil- or gas-producing prop-
erty is allowed as a deduction in each tax-
able year (section 613A(c)). The amount de-
ducted generally may not exceed 100 percent 
of the net income from that property in any 
year (the ‘‘net-income limitation’’) (section 
613(a)). The 100-percent-of-net-income limita-
tion for production from marginal wells has 
been suspended for taxable years beginning 
after December 31, 1997, and before January 
1, 2004. Additionally, the percentage deple-
tion deduction for all oil and gas properties 
may not exceed 65 percent of the taxpayer’s 
overall taxable income (determined before 
such deduction and adjusted for certain loss 
carrybacks and trust distributions) (section 
613A(d)(1)).411 Because percentage depletion, 
unlike cost depletion, is computed without 
regard to the taxpayer’s basis in the deplet-
able property, cumulative depletion deduc-
tions may be greater than the amount ex-

pended by the taxpayer to acquire or develop 
the property. 

A taxpayer is required to determine the de-
pletion deduction for each oil or gas property 
under both the percentage depletion method 
(if the taxpayer is entitled to use this meth-
od) and the cost depletion method. If the 
cost depletion deduction is larger, the tax-
payer must utilize that method for the tax-
able year in question (section 613(a)). 
Limitation of oil and gas percentage depletion to 

independent producers and royalty owners 

Generally, only independent producers and 
royalty owners (as contrasted to integrated 
oil companies) are allowed to claim percent-
age depletion. Percentage depletion for eligi-
ble taxpayers is allowed only with respect to 
up to 1,000 barrels of average daily produc-
tion of domestic crude oil or an equivalent 
amount of domestic natural gas (section 
613A(c)). For producers of both oil and nat-
ural gas, this limitation applies on a com-
bined basis. 

In addition to the independent producer 
and royalty owner exception, certain sales of 
natural gas under a fixed contract in effect 
on February 1, 1975, and certain natural gas 
from geopressured brine, are eligible for per-
centage depletion, at rates of 22 percent and 
10 percent, respectively. These exceptions 
apply without regard to the 1,000-barrel-per-
day limitation and regardless of whether the 
producer is an independent producer or an 
integrated oil company. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends for an ad-

ditional year the suspension of the 100-per-
cent net-income limit for marginal wells to 
include taxable years beginning after Decem-
ber 31, 2003 and before January 1, 2005. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
G. Qualified Zone Academy Bonds (Sec. 807 of 

the Senate Amendment and Sec. 1397E of 
the Code) 

PRESENT LAW 
Tax-exempt bonds 

Interest on State and local governmental 
bonds generally is excluded from gross in-
come for Federal income tax purposes if the 
proceeds of the bonds are used to finance di-
rect activities of these governmental units 
or if the bonds are repaid with revenues of 
the governmental units. Activities that can 
be financed with these tax-exempt bonds in-
clude the financing of public schools (sec. 
103). 
Qualified zone academy bonds 

As an alternative to traditional tax-ex-
empt bonds, States and local governments 
are given the authority to issue ‘‘qualified 
zone academy bonds’’ (‘‘QZABs’’) (sec. 1397E). 
A total of $400 million of qualified zone acad-
emy bonds may be issued annually in cal-
endar years 1998 through 2003. The $400 mil-
lion aggregate bond cap is allocated each 
year to the States according to their respec-
tive populations of individuals below the 
poverty line. Each State, in turn, allocates 
the credit authority to qualified zone acad-
emies within such State. 

Financial institutions that hold qualified 
zone academy bonds are entitled to a non-
refundable tax credit in an amount equal to 
a credit rate multiplied by the face amount 
of the bond. A taxpayer holding a qualified 
zone academy bond on the credit allowance 
date is entitled to a credit. The credit is in-

cludable in gross income (as if it were a tax-
able interest payment on the bond), and may 
be claimed against regular income tax and 
AMT liability. 

The Treasury Department sets the credit 
rate at a rate estimated to allow issuance of 
qualified zone academy bonds without dis-
count and without interest cost to the 
issuer. The maximum term of the bond is de-
termined by the Treasury Department, so 
that the present value of the obligation to 
repay the bond is 50 percent of the face value 
of the bond. 

‘‘Qualified zone academy bonds’’ are de-
fined as any bond issued by a State or local 
government, provided that: (1) at least 95 
percent of the proceeds are used for the pur-
pose of renovating, providing equipment to, 
developing course materials for use at, or 
training teachers and other school personnel 
in a ‘‘qualified zone academy’’, and (2) pri-
vate entities have promised to contribute to 
the qualified zone academy certain equip-
ment, technical assistance or training, em-
ployee services, or other property or services 
with a value equal to at least 10 percent of 
the bond proceeds. 

A school is a ‘‘qualified zone academy’’ if: 
(1) the school is a public school that provides 
education and training below the college 
level, (2) the school operates a special aca-
demic program in cooperation with busi-
nesses to enhance the academic curriculum 
and increase graduation and employment 
rates, and (3) either (a) the school is located 
in an empowerment zone or enterprise com-
munity designated under the Code, or (b) it 
is reasonably expected that at least 35 per-
cent of the students at the school will be eli-
gible for free or reduced-cost lunches under 
the school lunch program established under 
the National School Lunch Act. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment authorizes 

issuance of up to $400 million of qualified 
zone academy bonds for calendar year 2004. 

Effective date.—The provision is effective 
for obligations issued after the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
H. Cover Over of Tax on Distilled Spirits 

(Sec. 808 of the Senate Amendment and 
Sec. 7652(e) of the Code) 

PRESENT LAW 
A $13.50 per proof gallon 412 excise tax is im-

posed on distilled spirits produced in or im-
ported (or brought) into the United States. 
The excise tax does not apply to distilled 
spirits that are exported from the United 
States or to distilled spirits that are con-
sumed in U.S. possessions (e.g., Puerto Rico 
and the Virgin Islands). 

The Code provides for coverover (payment) 
of $13.25 per proof gallon of the excise tax im-
posed on rum imported (or brought) into the 
United States (without regard to the country 
of origin) to Puerto Rico and the Virgin Is-
lands during the period July 1, 1999 through 
December 31, 2003. Effective on January 1, 
2004, the coverover rate is scheduled to re-
turn to its permanent level of $10.50 per proof 
gallon. 

Amounts covered over to Puerto Rico and 
the Virgin Islands are deposited into the 
treasuries of the two possessions for use as 
those possessions determine. 

HOUSE BILL 
No provision. 
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413 Sec. 170(e)(1). 
414 Secs. 170(e)(4) and 170(e)(6). 
415 If the taxpayer constructed the property and re-

acquired such property, the contribution must be 
within three years of the date the original construc-
tion was substantially completed. Sec. 
170(e)(6)(D)(i). 

416 This requirement does not apply if the property 
was reacquired by the manufacturer and contrib-
uted. Sec. 170(e)(6)(D)(ii). 417 Sec. 170(e)(6)(C). 

418 The effect of this overall limitation is phased 
down beginning in 2006. 

SENATE AMENDMENT 
The Senate amendment extends the $13.25–

per-proof-gallon coverover rate for one addi-
tional year, through December 31, 2004. 

Effective date.—The Senate amendment 
provision is effective for articles brought 
into the United States after December 31, 
2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
I. Extend Deduction for Corporate Donations 

of Computer Technology (Sec. 809 of the 
Senate Amendment and Sec. 170 of the 
Code) 

PRESENT LAW 
In the case of a charitable contribution of 

inventory or other ordinary-income or short-
term capital gain property, the amount of 
the charitable deduction generally is limited 
to the taxpayer’s basis in the property. In 
the case of a charitable contribution of tan-
gible personal property, the deduction is lim-
ited to the taxpayer’s basis in such property 
if the use by the recipient charitable organi-
zation is unrelated to the organization’s tax-
exempt purpose. In cases involving contribu-
tions to a private foundation (other than cer-
tain private operating foundations), the 
amount of the deduction is limited to the 
taxpayer’s basis in the property.413 

Under present law, a taxpayer’s deduction 
for charitable contributions of scientific 
property used for research and for contribu-
tions of computer technology and equipment 
generally is limited to the taxpayer’s basis 
(typically, cost) in the property. However, 
certain corporations may claim a deduction 
in excess of basis for a ‘‘qualified research 
contribution’’ or a ‘‘qualified computer con-
tribution.’’ 414 This enhanced deduction is 
equal to the lesser of (1) basis plus one-half 
of the item’s appreciated value (i.e., basis 
plus one half of fair market value minus 
basis) or (2) two times basis. 

A qualified computer contribution means a 
charitable contribution by a corporation of 
any computer technology or equipment, 
which meets standards of functionality and 
suitability as established by the Secretary of 
the Treasury. The contribution must be to 
certain educational organizations or public 
libraries and made not later than three years 
after the taxpayer acquired the property or, 
if the taxpayer constructed the property, not 
later than the date construction of the prop-
erty is substantially completed.415 The origi-
nal use of the property must be by the donor 
or the donee,416 and in the case of the donee, 
must be used substantially for educational 
purposes related to the function or purpose 
of the donee. The property must fit produc-
tively into the donee’s education plan. The 
donee may not transfer the property in ex-
change for money, other property, or serv-
ices, except for shipping, installation, and 
transfer costs. To determine whether prop-
erty is constructed by the taxpayer, the 
rules applicable to qualified research con-
tributions apply. That is, property is consid-
ered constructed by the taxpayer only if the 
cost of the parts used in the construction of 
the property (other than parts manufactured 
by the taxpayer or a related person) does not 
exceed 50 percent of the taxpayer’s basis in 
the property. Contributions may be made to 

private foundations under certain condi-
tions.417 

The enhanced deduction for qualified com-
puter contributions expires for any contribu-
tion made during any taxable year beginning 
after December 31, 2003. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision extends 

the enhanced deduction for qualified com-
puter contributions to apply to contribu-
tions made during taxable years beginning 
on or before December 31, 2004. 

Effective date.—The Senate amendment 
provision is effective for contributions made 
after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
J. Extension of Credit for Electric Vehicles 

(Sec. 810 of the Senate Amendment and 
Sec. 30 of the Code) 

PRESENT LAW 
A 10-percent tax credit is provided for the 

cost of a qualified electric vehicle, up to a 
maximum credit of $4,000 (sec. 30). A quali-
fied electric vehicle is a motor vehicle that 
is powered primarily by an electric motor 
drawing current from rechargeable batteries, 
fuel cells, or other portable sources of elec-
trical current, the original use of which com-
mences with the taxpayer, and that is ac-
quired for the use by the taxpayer and not 
for resale. The full amount of the credit is 
available for purchases prior to 2004. The 
credit phases down in the years 2004 through 
2006, and is unavailable for purchases after 
December 31, 2006. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment delays the begin-

ning of the phase out of the credit by one 
year and provides that the credit is available 
for purchases through December 31, 2007. 

Effective date.—The Senate amendment 
provision is effective for property placed in 
service after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
K. Extension of Deduction for Clean-Fuel Ve-

hicles and Clean-Fuel Vehicle Refueling 
Property (Sec. 811 of the Senate Amend-
ment and Sec. 179A of the Code) 

PRESENT LAW 
Clean-fuel vehicles 

Certain costs of qualified clean-fuel vehicle 
may be expensed and deducted when such 
property is placed in service (sec. 179A). 
Qualified clean-fuel vehicle property in-
cludes motor vehicles that use certain clean-
burning fuels (natural gas, liquefied natural 
gas, liquefied petroleum gas, hydrogen, elec-
tricity and any other fuel at least 85 percent 
of which is methanol, ethanol, any other al-
cohol or ether). The maximum amount of the 
deduction is $50,000 for a truck or van with a 
gross vehicle weight over 26,000 pounds or a 
bus with seating capacities of at least 20 
adults; $5,000 in the case of a truck or van 
with a gross vehicle weight between 10,000 
and 26,000 pounds; and $2,000 in the case of 
any other motor vehicle. Qualified electric 
vehicles do not qualify for the clean-fuel ve-
hicle deduction. The deduction phases down 
in the years 2004 through 2006, and is unavail-
able for purchases after December 31, 2006. 
Clean-fuel vehicle refueling property 

Clean-fuel vehicle refueling property may 
be expensed and deducted when such prop-

erty is placed in service (sec. 179A). Clean-
fuel vehicle refueling property comprises 
property for the storage or dispensing of a 
clean-burning fuel, if the storage or dis-
pensing is the point at which the fuel is de-
livered into the fuel tank of a motor vehicle. 
Clean-fuel vehicle refueling property also in-
cludes property for the recharging of electric 
vehicles, but only if the property is located 
at a point where the electric vehicle is re-
charged. Up to $100,000 of such property at 
each location owned by the taxpayer may be 
expensed with respect to that location. The 
deduction is unavailable for costs incurred 
after December 31, 2006. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment delays the begin-

ning of the phase down of the deduction for 
qualified clean-fuel vehicle property by one 
year and provides that the deduction is 
available through December 31, 2007. The 
Senate amendment extends the deduction for 
clean-fuel vehicle refueling property by one 
year to include equipment placed in service 
prior to January 1, 2008. 

Effective date.—The Senate amendment 
provision is effective for property placed in 
service after December 31, 2003. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
L. Adjusted Gross Income Determined by 

Taking Into Account Certain Expenses of 
Elementary and Secondary School Teach-
ers (Sec. 812 of the Senate Amendment and 
Sec. 62 of the Code) 

PRESENT LAW 
In general, ordinary and necessary busi-

ness expenses are deductible (sec. 162), and 
unreimbursed employee business expenses 
are deductible only as an itemized deduction 
and only to the extent that the individual’s 
total miscellaneous deductions (including 
employee business expenses) exceed two per-
cent of adjusted gross income. 

However, an above-the-line deduction is al-
lowed for taxable years beginning in 2002 and 
2003 for up to $250 annually of expenses paid 
or incurred by an eligible educator for books, 
supplies (other than nonathletic supplies for 
courses of instruction in health or physical 
education), computer equipment (including 
related software and services) and other 
equipment, and supplementary materials 
used by the eligible educator in the class-
room. To be eligible for this deduction, the 
expenses must be otherwise deductible under 
section 162 as a trade or business expense. A 
deduction is allowed only to the extent the 
amount of expenses exceeds the amount of 
such expenses excludable from income under 
section 135 (relating to education savings 
bonds), section 529(c)(1) (relating to qualified 
tuition programs), and section 530(d)(2) (re-
lating to Coverdell education savings ac-
counts). 

An eligible educator is a kindergarten 
through grade 12 teacher, instructor, coun-
selor, principal, or aide in a school for at 
least 900 hours during a school year. A school 
means any school that provides elementary 
education or secondary education, as deter-
mined under State law. 

An individual’s otherwise allowable 
itemized deductions may be further limited 
by the overall limitation on itemized deduc-
tions, which reduces itemized deductions for 
taxpayers with adjusted gross income in ex-
cess of $139,500 (for 2003).418 In addition, mis-
cellaneous itemized deductions are not al-
lowable under the alternative minimum tax. 
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419 Self-employed individuals include more than 
two-percent shareholders of S corporations who are 
treated as partners for purposes of fringe benefit 
rules pursuant to section 1372. 

420 These dollar amounts are for 2003. These 
amounts are indexed for inflation in $50 increments. 

421 Commissioner v. Idaho Power Co., 418 U.S. 1 (1974) 
(holding that equipment depreciation allocable to 
the taxpayer’s construction of capital facilities 
must be capitalized under section 263(a)(1)). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the 

present-law above-the-line deduction for eli-
gible educators to include taxable years be-
ginning in 2004. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
M. Extend Archer Medical Savings Accounts 

(‘‘MSAs’’) (Sec. 813 of the Senate Amend-
ment and Sec. 220 of the Code) 

PRESENT LAW 
In general 

Within limits, contributions to an Archer 
MSA are deductible in determining adjusted 
gross income if made by an eligible indi-
vidual and are excludable from gross income 
and wages for employment tax purposes if 
made by the employer of an eligible indi-
vidual. Earnings on amounts in an Archer 
MSA are not currently taxable. Distribu-
tions from an Archer MSA for medical ex-
penses are not includible in gross income. 
Distributions not used for medical expenses 
are includible in gross income. In addition, 
distributions not used for medical expenses 
are subject to an additional 15–percent tax 
unless the distribution is made after age 65, 
death, or disability. 
Eligible individuals 

Archer MSAs are available to employees 
covered under an employer-sponsored high 
deductible plan of a small employer and self-
employed individuals covered under a high 
deductible health plan.419 An employer is a 
small employer if it employed, on average, 
no more than 50 employees on business days 
during either the preceding or the second 
preceding year. An individual is not eligible 
for an Archer MSA if he or she is covered 
under any other health plan in addition to 
the high deductible plan. 
Tax treatment of and limits on contributions 

Individual contributions to an Archer MSA 
are deductible (within limits) in determining 
adjusted gross income (i.e., ‘‘above-the-
line’’). In addition, employer contributions 
are excludable from gross income and wages 
for employment tax purposes (within the 
same limits), except that this exclusion does 
not apply to contributions made through a 
cafeteria plan. In the case of an employee, 
contributions can be made to an Archer MSA 
either by the individual or by the individ-
ual’s employer. 

The maximum annual contribution that 
can be made to an Archer MSA for a year is 
65 percent of the deductible under the high 
deductible plan in the case of individual cov-
erage and 75 percent of the deductible in the 
case of family coverage. 
Definition of high deductible plan 

A high deductible plan is a health plan 
with an annual deductible of at least $1,700 
and no more than $2,500 in the case of indi-
vidual coverage and at least $3,350 and no 
more than $5,050 in the case of family cov-
erage. In addition, the maximum out-of-
pocket expenses with respect to allowed 
costs (including the deductible) must be no 
more than $3,350 in the case of individual 
coverage and no more than $6,150 in the case 
of family coverage.420 A plan does not fail to 

qualify as a high deductible plan merely be-
cause it does not have a deductible for pre-
ventive care as required by State law. A plan 
does not qualify as a high deductible health 
plan if substantially all of the coverage 
under the plan is for permitted coverage (as 
described above). In the case of a self-insured 
plan, the plan must in fact be insurance (e.g., 
there must be appropriate risk shifting) and 
not merely a reimbursement arrangement. 
Cap on taxpayers utilizing Archer MSAs and ex-

piration of pilot program 
The number of taxpayers benefiting annu-

ally from an Archer MSA contribution is 
limited to a threshold level (generally 750,000 
taxpayers). The number of Archer MSAs es-
tablished has not exceeded the threshold 
level. 

After 2003, no new contributions may be 
made to Archer MSAs except by or on behalf 
of individuals who previously had Archer 
MSA contributions and employees who are 
employed by a participating employer. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends Archer 

MSAs through December 31, 2004. 
Effective date.—The Senate amendment 

provision is effective on January 1, 2003. 
CONFERENCE AGREEMENT 

The conference agreement does not include 
the Senate amendment provision.
N. Extension of Expensing of Brownfield Re-

mediation Expenses (Sec. 814 of the Senate 
Amendment and Sec. 198 of the Code) 

PRESENT LAW 
Under Code section 198, taxpayers can elect 

to treat certain environmental remediation 
expenditures that would otherwise be 
chargeable to capital account as deductible 
in the year paid or incurred. The deduction 
applies for both regular and alternative min-
imum tax purposes. The expenditure must be 
incurred in connection with the abatement 
or control of hazardous substances at a 
qualified contaminated site. In general, any 
expenditure for the acquisition of depre-
ciable property used in connection with the 
abatement or control of hazardous sub-
stances at a qualified contaminated site does 
not constitute a qualified environmental re-
mediation expenditure. However, deprecia-
tion deductions allowable for such property, 
which would otherwise be allocated to the 
site under the principles set forth in Commis-
sioner v. Idaho Power Co. 421 and section 263A, 
are treated as qualified environmental reme-
diation expenditures. 

A ‘‘qualified contaminated site’’ (a so-
called ‘‘brownfield’’) generally is any prop-
erty that is held for use in a trade or busi-
ness, for the production of income, or as in-
ventory and is certified by the appropriate 
State environmental agency to be an area at 
or on which there has been a release (or 
threat of release) or disposal of a hazardous 
substance. Both urban and rural property 
may qualify. However, sites that are identi-
fied on the national priorities list under the 
Comprehensive Environmental Response, 
Compensation, and Liability Act of 1980 
(‘‘CERCLA’’) cannot qualify as targeted 
areas. Hazardous substances generally are 
defined by reference to sections 101(14) and 
102 of CERCLA, subject to additional limita-
tions applicable to asbestos and similar sub-
stances within buildings, certain naturally 
occurring substances such as radon, and cer-
tain other substances released into drinking 

water supplies due to deterioration through 
ordinary use. 

Eligible expenditures are those paid or in-
curred before January 1, 2004. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends by one 

year the present-law deduction for environ-
mental remediation expenditures to include 
expenditures incurred prior to January 1, 
2005. 

Effective date.—The Senate amendment 
provision is effective for expenditures in-
curred after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
XI. IMPROVING TAX EQUITY FOR MILITARY 

PERSONNEL 
A. Exclusion of Gain on Sale of a Principal 

Residence by a Member of the Uniformed 
Services or the Foreign Service (Sec. 901 of 
the Senate Amendment and Sec. 121 of the 
Code) 

PRESENT LAW 
Under present law, an individual taxpayer 

may exclude up to $250,000 ($500,000, if mar-
ried filing a joint return) of gain realized on 
the sale or exchange of a principal residence. 
To be eligible for the exclusion, the taxpayer 
must have owned and used the residence as a 
principal residence for at least two of the 
five years ending on the sale or exchange. A 
taxpayer who fails to meet these require-
ments by reason of a change of place of em-
ployment, health, or, to the extent provided 
under regulations, unforeseen circumstances 
is able to exclude an amount equal to the 
fraction of the $250,000 ($500,000 if married fil-
ing a joint return) that is equal to the frac-
tion of the two years that the ownership and 
use requirements are met. There are no spe-
cial rules relating to members of the uni-
formed services or the Foreign Service of the 
United States. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
Under the Senate amendment, an indi-

vidual may elect to suspend for a maximum 
of ten years the five-year test period for 
ownership and use during certain absences 
due to service in the uniformed services, or 
the Foreign Service of the United States. 
The uniformed services include: (1) the 
Armed forces (the Army, Navy, Air Force, 
Marine Corps, and Coast Guard); (2) the com-
missioned corps of the National Oceanic and 
Atmospheric Administration; and (3) the 
commissioned corps of the Public Health 
Service. If the election is made, the five-year 
period ending on the date of the sale or ex-
change of a principal residence does not in-
clude any period up to ten years during 
which the taxpayer or the taxpayer’s spouse 
is on qualified official extended duty as a 
member of the uniformed services, or in the 
Foreign Service of the United States. For 
these purposes, qualified official extended 
duty is any period of extended duty by a 
member of the uniformed services, or the 
Foreign Service of the United States while 
serving at a place of duty at least 50 miles 
away from the taxpayer’s principal residence 
or under orders compelling residence in Gov-
ernment furnished quarters. Extended duty 
is defined as any period of duty pursuant to 
a call or order to such duty for a period in 
excess of 90 days or for an indefinite period. 
The election may be made with respect to 
only one property for a suspension period. 

Effective date.—The Senate amendment 
provision is effective for sales or exchanges 
after May 6, 1997. 
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422 Two special rules apply to continuous hos-
pitalization inside the United States. First, the sus-
pension of time provisions based on continuous hos-
pitalization inside the United States are applicable 
only to the hospitalized individual; they are not ap-
plicable to the spouse of such individual. Second, in 
no event do the suspension of time provisions based 
on continuous hospitalization inside the United 
States extend beyond five years from the date the 
individual returns to the United States. These two 
special rules do not apply to continuous hospitaliza-
tion outside the United States. 

423 The definition is by cross-reference to 10 U.S.C. 
101. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
B. Exclusion from Gross Income of Certain 

Death Gratuity Payments (Sec. 902 of the 
Senate Amendment and Sec. 134 of the 
Code) 

PRESENT LAW 
Present law provides that qualified mili-

tary benefits are not included in gross in-
come. Generally, a qualified military benefit 
is any allowance or in-kind benefit (other 
than personal use of a vehicle) which: (1) is 
received by any member or former member 
of the uniformed services of the United 
States or any dependent of such member by 
reason of such member’s status or service as 
a member of such uniformed services; and (2) 
was excludable from gross income on Sep-
tember 9, 1986, under any provision of law, 
regulation, or administrative practice which 
was in effect on such date. Generally, other 
than certain cost of living adjustments, no 
modification or adjustment of any qualified 
military benefit after September 9, 1986, is 
taken into account for purposes of this ex-
clusion from gross income. Qualified mili-
tary benefits include certain death gratu-
ities. The amount of the death gratuity mili-
tary benefit was increased to $6,000 but the 
amount of the exclusion from gross income 
was not increased to take into account this 
change. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the exclu-

sion from gross income to any adjustment to 
the amount of the death gratuity payable 
under Chapter 75 of Title 10 of the United 
States Code that is pursuant to a provision 
of law with respect to the death of certain 
members of the Armed services on active 
duty, inactive duty training, or engaged in 
authorized travel. Therefore, the amount of 
the exclusion is increased to $6,000. 

Effective date.—The Senate amendment 
provision is effective with respect to deaths 
occurring after September 10, 2001. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
C. Exclusion for Amounts Received Under 

Department of Defense Homeowners As-
sistance Program (Sec. 903 of the Senate 
Amendment and Sec. 132 of the Code) 

PRESENT LAW 
HAP payment 

The Department of Defense Homeowners 
Assistance Program (‘‘HAP’’) provides pay-
ments to certain employees and members of 
the Armed Forces to offset the adverse ef-
fects on housing values that result from a 
military base realignment or closure. The 
payments are authorized under the provi-
sions of Title 42 U.S.C. section 3374. 

In general, under HAP, eligible individuals 
receive either (1) a cash payment as com-
pensation for losses that may be or have 
been sustained in a private sale, in an 
amount not to exceed the difference between 
(a) 95 percent of the fair market value of 
their property prior to public announcement 
of intention to close all or part of the mili-
tary base or installation and (b) the fair 
market value of such property at the time of 
the sale, or (2) as the purchase price for their 
property, an amount not to exceed 90 percent 
of the prior fair market value as determined 
by the Secretary of Defense, or the amount 
of the outstanding mortgages. 
Tax treatment 

Unless specifically excluded, gross income 
for Federal income tax purposes includes all 

income from whatever source derived. 
Amounts received under HAP are received in 
connection with the performance of services. 
These amounts are includible in gross in-
come as compensation for services to the ex-
tent such payments exceed the fair market 
value of the property relinquished in ex-
change for such payments. Additionally, 
such payments are wages for Federal Insur-
ance Contributions Act (‘‘FICA’’) tax pur-
poses (including Medicare). 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment generally exempts 

from gross income amounts received under 
the HAP (as in effect on the date of enact-
ment of this Senate amendment). Amounts 
received under the program also are not con-
sidered wages for FICA tax purposes (includ-
ing Medicare). The excludable amount is lim-
ited to the reduction in the fair market 
value of property. 

Effective date.—The Senate amendment 
provision is effective for payments made 
after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision.
D. Expansion of Combat Zone Filing Rules to 

Contingency Operations (Sec. 904 of the 
Senate Amendment and Sec. 7508 of the 
Code) 

PRESENT LAW 
General time limits for filing tax returns 

Individuals generally must file their Fed-
eral income tax returns by April 15 of the 
year following the close of a taxable year. 
The Secretary may grant reasonable exten-
sions of time for filing such returns. Treas-
ury regulations provide an additional auto-
matic two-month extension (until June 15 
for calendar-year individuals) for United 
States citizens and residents in military or 
naval service on duty on April 15 of the fol-
lowing year (the otherwise applicable due 
date of the return) outside the United 
States. No action is necessary to apply for 
this extension, but taxpayers must indicate 
on their returns (when filed) that they are 
claiming this extension. Unlike most exten-
sions of time to file, this extension applies to 
both filing returns and paying the tax due. 

Treasury regulations also provide, upon 
application on the proper form, an automatic 
four-month extension (until August 15 for 
calendar-year individuals) for any individual 
timely filing that form and paying the 
amount of tax estimated to be due. 

In general, individuals must make quar-
terly estimated tax payments by April 15, 
June 15, September 15, and January 15 of the 
following taxable year. Wage withholding is 
considered to be a payment of estimated 
taxes. 
Suspension of time periods 

In general, the period of time for per-
forming various acts under the Code, such as 
filing tax returns, paying taxes, or filing a 
claim for credit or refund of tax, is sus-
pended for any individual serving in the 
Armed Forces of the United States in an 
area designated as a ‘‘combat zone’’ during 
the period of combatant activities. An indi-
vidual who becomes a prisoner of war is con-
sidered to continue in active service and is 
therefore also eligible for these suspension of 
time provisions. The suspension of time also 
applies to an individual serving in support of 
such Armed Forces in the combat zone, such 
as Red Cross personnel, accredited cor-
respondents, and civilian personnel acting 
under the direction of the Armed Forces in 
support of those Forces. The designation of a 
combat zone must be made by the President 

in an Executive Order. The President must 
also designate the period of combatant ac-
tivities in the combat zone (the starting date 
and the termination date of combat). 

The suspension of time encompasses the 
period of service in the combat zone during 
the period of combatant activities in the 
zone, as well as (1) any time of continuous 
qualified hospitalization resulting from in-
jury received in the combat zone 422 or (2) 
time in missing in action status, plus the 
next 180 days. 

The suspension of time applies to the fol-
lowing acts: 

(1) Filing any return of income, estate, or 
gift tax (except employment and withholding 
taxes); 

(2) Payment of any income, estate, or gift 
tax (except employment and withholding 
taxes); 

(3) Filing a petition with the Tax Court for 
redetermination of a deficiency, or for re-
view of a decision rendered by the Tax Court; 

(4) Allowance of a credit or refund of any 
tax; 

(5) Filing a claim for credit or refund of 
any tax; 

(6) Bringing suit upon any such claim for 
credit or refund; 

(7) Assessment of any tax; 
(8) Giving or making any notice or demand 

for the payment of any tax, or with respect 
to any liability to the United States in re-
spect of any tax; 

(9) Collection of the amount of any liabil-
ity in respect of any tax; 

(10) Bringing suit by the United States in 
respect of any liability in respect of any tax; 
and 

(11) Any other act required or permitted 
under the internal revenue laws specified by 
the Secretary of the Treasury. 

Individuals may, if they choose, perform 
any of these acts during the period of suspen-
sion. Spouses of qualifying individuals are 
entitled to the same suspension of time, ex-
cept that the spouse is ineligible for this sus-
pension for any taxable year beginning more 
than two years after the date of termination 
of combatant activities in the combat zone. 

HOUSE BILL 

No provision. 

SENATE AMENDMENT 

The Senate amendment applies the special 
suspension of time period rules to persons 
deployed outside the United States away 
from the individual’s permanent duty sta-
tion while participating in an operation des-
ignated by the Secretary of Defense as a con-
tingency operation or that becomes a contin-
gency operation. A contingency operation is 
defined 423 as a military operation that is des-
ignated by the Secretary of Defense as an op-
eration in which members of the Armed 
Forces are or may become involved in mili-
tary actions, operations, or hostilities 
against an enemy of the United States or 
against an opposing military force, or results 
in the call or order to (or retention of) active 
duty of members of the uniformed services 
during a war or a national emergency de-
clared by the President or Congress. 
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Effective date.—The Senate amendment 

provision applies to any period for per-
forming an act that has not expired before 
the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
E. Modification of Membership Requirement 

for Exemption From Tax for Certain Vet-
erans’ Organizations (Sec. 905 of the Senate 
Amendment and Sec. 501 of the Code) 

PRESENT LAW 
Under present law, a veterans’ organiza-

tion as described in section 501(c)(19) of the 
Code generally is exempt from taxation. The 
Code defines such an organization as a post 
or organization of past or present members 
of the Armed Forces of the United States: (1) 
that is organized in the United States or any 
of its possessions; (2) no part of the net earn-
ings of which inures to the benefit of any pri-
vate shareholder or individual; and (3) that 
meets certain membership requirements. 
The membership requirements are that (1) at 
least 75 percent of the organization’s mem-
bers are past or present members of the 
Armed Forces of the United States, and (2) 
substantially all of the remaining members 
are cadets or are spouses, widows, or wid-
owers of past or present members of the 
Armed Forces of the United States or of ca-
dets. No more than 2.5 percent of an organi-
zation’s total members may consist of indi-
viduals who are not veterans, cadets, or 
spouses, widows, or widowers of such individ-
uals. 

Contributions to an organization described 
in section 501(c)(19) may be deductible for 
Federal income or gift tax purposes if the or-
ganization is a post or organization of war 
veterans. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment permits ancestors 

or lineal descendants of past or present 
members of the Armed Forces of the United 
States or of cadets to qualify as members for 
purposes of the ‘‘substantially all’’ test. The 
Senate amendment does not change the re-
quirement that 75 percent of the organiza-
tion’s members must be past or present 
members of the Armed Forces of the United 
States. 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
F. Clarification of Treatment of Certain De-

pendent Care Assistance Programs Pro-
vided to Members of the Uniformed Serv-
ices of the United States (Sec. 906 of the 
Senate Amendment and Sec. 134 of the 
Code) 

PRESENT LAW 
Present law provides that qualified mili-

tary benefits are not included in gross in-
come. Generally, a qualified military benefit 
is any allowance or in-kind benefit (other 
than personal use of a vehicle) which: (1) is 
received by any member or former member 
of the uniformed services of the United 
States or any dependent of such member by 
reason of such member’s status or service as 
a member of such uniformed services; and (2) 
was excludable from gross income on Sep-
tember 9, 1986, under any provision of law, 
regulation, or administrative practice which 
was in effect on such date. Generally, other 
than certain cost of living adjustments, no 
modification or adjustment of any qualified 
military benefit after September 9, 1986, is 

taken into account for purposes of this ex-
clusion from gross income. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment clarifies that de-

pendent care assistance provided under a de-
pendent care assistance program (as in effect 
on the date of enactment of this Senate 
amendment) for a member of the uniformed 
services by reason of such member’s status 
or service as a member of the uniformed 
services is excludable from gross income as a 
qualified military benefit subject to the 
present-law rules. The uniformed services in-
clude: (1) the Armed Forces (the Army, 
Navy, Air Force, Marine Corps, and Coast 
Guard); (2) the commissioned corps of the 
National Oceanic and Atmospheric Adminis-
tration; and (3) the commissioned corps of 
the Public Health Service. Amounts received 
under the program also are not considered 
wages for Federal Insurance Contributions 
Act tax purposes (including Medicare). 

Effective date.—The Senate amendment 
provision is effective for taxable years begin-
ning after December 31, 2002. No inference is 
intended as to the tax treatment of such 
amounts for prior taxable years. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
G. Treatment of Service Academy Appoint-

ments as Scholarships for Purposes of 
Qualified Tuition Programs and Coverdell 
Education Savings Accounts (Sec. 907 of 
the Senate Amendment and Secs. 529 and 
530 of the Code) 

PRESENT LAW 
The Code provides tax-exempt status to 

qualified tuition programs, meaning pro-
grams established and maintained by a State 
or agency or instrumentality thereof or by 
one or more eligible educational institutions 
under which a person (1) may purchase tui-
tion credits or certificates on behalf of a des-
ignated beneficiary which entitle the bene-
ficiary to the waiver or payment of qualified 
higher education expenses of the beneficiary, 
or (2) in the case of a program established by 
and maintained by a State or agency or in-
strumentality thereof, may make contribu-
tions to an account which is established for 
the purpose of meeting the qualified higher 
education expenses of the designated bene-
ficiary of the account. Contributions to 
qualified tuition programs may be made only 
in cash. Qualified tuition programs must 
have adequate safeguards to prevent con-
tributions on behalf of a designated bene-
ficiary in excess of amounts necessary to 
provide for the qualified higher education ex-
penses of the beneficiary. 

The Code provides tax-exempt status to 
Coverdell education savings accounts 
(‘‘ESAs’’), meaning certain trusts or custo-
dial accounts which are created or organized 
in the United States exclusively for the pur-
pose of paying the qualified education ex-
penses of a designated beneficiary. Contribu-
tions to ESAs may be made only in cash. An-
nual contributions to ESAs may not exceed 
$2,000 per beneficiary (except in cases involv-
ing certain tax-free rollovers) and may not 
be made after the designated beneficiary 
reaches age 18. 

Earnings on contributions to an ESA or a 
qualified tuition program generally are sub-
ject to tax when withdrawn. However, dis-
tributions from an ESA or qualified tuition 
program are excludable from the gross in-
come of the distributee to the extent that 
the total distribution does not exceed the 
qualified education expenses incurred by the 
beneficiary during the year the distribution 
is made. 

If the qualified education expenses of the 
beneficiary for the year are less than the 
total amount of the distribution from an 
ESA or qualified tuition program, then the 
qualified education expenses are deemed to 
be paid from a pro-rata share of both the 
principal and earnings components of the 
distribution. In such a case, only a portion of 
the earnings is excludable (i.e., the portion 
of the earnings based on the ratio that the 
qualified education expenses bear to the 
total amount of the distribution) and the re-
maining portion of the earnings is includible 
in the beneficiary’s gross income. 

The earnings portion of a distribution from 
an ESA or a qualified tuition program that 
is includible in income is generally subject 
to an additional 10 percent tax. The 10 per-
cent additional tax does not apply if a dis-
tribution is made on account of the death or 
disability of the designated beneficiary, or 
on account of a scholarship received by the 
designated beneficiary (to the extent it does 
not exceed the amount of the scholarship).

Service obligations are required of recipi-
ents of appointments to the United States 
Military Academy, the United States Naval 
Academy, the United States Air Force Acad-
emy, the United States Coast Guard Acad-
emy, or the United States Merchant Marine 
Academy. Because of these service obliga-
tions, appointments to the Academies are 
not considered scholarships for purposes of 
the waiver of the additional 10 percent tax 
on withdrawals from ESAs and qualified tui-
tion programs that are not used for qualified 
education purposes. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment permits penalty-

free withdrawals from Coverdell education 
savings accounts and qualified tuition pro-
grams made on account of the attendance of 
the beneficiary at the United States Military 
Academy, the United States Naval Academy, 
the United States Air Force Academy, the 
United States Coast Guard Academy, or the 
United States Merchant Marine Academy. 

The amount of funds that can be with-
drawn penalty free is limited to the costs of 
advanced education as defined in 10 United 
States Code section 2005(e)(3) (as in effect on 
the date of the enactment of the Senate 
amendment) at such Academies. 

Effective date.—The Senate amendment 
provision applies to taxable years beginning 
after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
H. Suspension of Tax-Exempt Status of Des-

ignated Terrorist Organizations (Sec. 908 of 
the Senate Amendment and Sec. 501 of the 
Code) 

PRESENT LAW 
Under present law, the Internal Revenue 

Service generally issues a letter revoking 
recognition of an organization’s tax-exempt 
status only after (1) conducting an examina-
tion of the organization, (2) issuing a letter 
to the organization proposing revocation, 
and (3) allowing the organization to exhaust 
the administrative appeal rights that follow 
the issuance of the proposed revocation let-
ter. In the case of an organization described 
in section 501(c)(3), the revocation letter im-
mediately is subject to judicial review under 
the declaratory judgment procedures of sec-
tion 7428. To sustain a revocation of tax-ex-
empt status under section 7428, the IRS must 
demonstrate that the organization is no 
longer entitled to exemption. There is no 
procedure under current law for the IRS to 
suspend the tax-exempt status of an organi-
zation. 
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424 Present law does not provide relief from self-
employment tax liability. 

425 Such amounts may, however, be excludable 
from gross income under the death benefit exclusion 
provided in section 102 of the Victims Acts. 

To combat terrorism, the Federal govern-
ment has designated a number of organiza-
tions as terrorist organizations or supporters 
of terrorism under the Immigration and Na-
tionality Act, the International Emergency 
Economic Powers Act, and the United Na-
tions Participation Act of 1945. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provision suspends 

the tax-exempt status of an organization 
that is exempt from tax under section 501(a) 
for any period during which the organization 
is designated or identified by U.S. Federal 
authorities as a terrorist organization or 
supporter of terrorism. The provision also 
makes such an organization ineligible to 
apply for tax exemption under section 501(a). 
The period of suspension runs from the date 
the organization is first designated or identi-
fied (or from the date of enactment of the 
provision, whichever is later) to the date 
when all designations or identifications with 
respect to the organization have been re-
scinded pursuant to the law or Executive 
order under which the designation or identi-
fication was made. 

The Senate amendment provision describes 
a terrorist organization as an organization 
that has been designated or otherwise indi-
vidually identified (1) as a terrorist organiza-
tion or foreign terrorist organization under 
the authority of section 212(a)(3)(B)(vi)(II) or 
section 219 of the Immigration and Nation-
ality Act; (2) in or pursuant to an Executive 
order that is related to terrorism and issued 
under the authority of the International 
Emergency Economic Powers Act or section 
5 of the United Nations Participation Act for 
the purpose of imposing on such organization 
an economic or other sanction; or (3) in or 
pursuant to an Executive order that refers to 
the provision and is issued under the author-
ity of any Federal law if the organization is 
designated or otherwise individually identi-
fied in or pursuant to such Executive order 
as supporting or engaging in terrorist activ-
ity (as defined in section 212(a)(3)(B) of the 
Immigration and Nationality Act) or sup-
porting terrorism (as defined in section 
140(d)(2) of the Foreign Relations Authoriza-
tion Act, Fiscal Years 1988 and 1989). During 
the period of suspension, no deduction for 
any contribution to a terrorist organization 
is allowed under the Code, including under 
sections 170, 545(b)(2), 556(b)(2), 642(c), 2055, 
2106(a)(2), or 2522. 

No organization or other person may chal-
lenge, under section 7428 or any other provi-
sion of law, in any administrative or judicial 
proceeding relating to the Federal tax liabil-
ity of such organization or other person, the 
suspension of tax-exemption, the ineligi-
bility to apply for tax-exemption, a designa-
tion or identification described above, the 
timing of the period of suspension, or a de-
nial of deduction described above. The sus-
pended organization may maintain other 
suits or administrative actions against the 
agency or agencies that designated or identi-
fied the organization, for the purpose of chal-
lenging such designation or identification 
(but not the suspension of tax-exempt status 
under this provision). 

If the tax-exemption of an organization is 
suspended and each designation and identi-
fication that has been made with respect to 
the organization is determined to be erro-
neous pursuant to the law or Executive order 
making the designation or identification, 
and such erroneous designation results in an 
overpayment of income tax for any taxable 
year with respect to such organization, a 
credit or refund (with interest) with respect 
to such overpayment shall be made. If the 
operation of any law or rule of law (including 

res judicata) prevents the credit or refund at 
any time, the credit or refund may neverthe-
less be allowed or made if the claim for such 
credit or refund is filed before the close of 
the one-year period beginning on the date 
that the last remaining designation or iden-
tification with respect to the organization is 
determined to be erroneous. 

The Senate amendment provision directs 
the IRS to update the listings of tax-exempt 
organizations to take account of organiza-
tions that have had their exemption sus-
pended and to publish notice to taxpayers of 
the suspension of an organization’s tax-ex-
emption and the fact that contributions to 
such organization are not deductible during 
the period of suspension. 

Effective date.—The Senate amendment 
provision is effective for designations made 
before, on, or after the date of enactment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
I. Above-the-Line Deduction for Overnight 

Travel Expenses of National Guard and Re-
serve Members (Sec. 909 of the Senate 
Amendment and Sec. 162 of the Code) 

PRESENT LAW 
National Guard and Reserve members may 

claim itemized deductions for their non-
reimbursable expenses for transportation, 
meals, and lodging when they must travel 
away from home (and stay overnight) to at-
tend National Guard and Reserve meetings. 
These overnight travel expenses are com-
bined with other miscellaneous itemized de-
ductions on Schedule A of the individual’s 
income tax return and are deductible only to 
the extent that the aggregate of these deduc-
tions exceeds two percent of the taxpayer’s 
adjusted gross income. No deduction is gen-
erally permitted for commuting expenses to 
and from drill meetings. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment provides an above-

the-line deduction for the overnight trans-
portation, meals, and lodging expenses of Na-
tional Guard and Reserve members who must 
travel away from home more than 100 miles 
(and stay overnight) to attend National 
Guard and Reserve meetings. Accordingly, 
these individuals incurring these expenses 
can deduct them from gross income regard-
less of whether they itemize their deduc-
tions. The amount of the expenses that may 
be deducted may not exceed the general Fed-
eral Government per diem rate applicable to 
that locale. 

Effective date.—The Senate amendment 
provision is effective with respect to 
amounts paid or incurred after December 31, 
2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
J. Extension of Certain Tax Relief Provisions 

to Astronauts (Sec. 910 of the Senate 
Amendment and Secs. 101, 692, and 2201 of 
the Code) 

PRESENT LAW 
In general 

The Victims of Terrorism Tax Relief Act of 
2001 (the ‘‘Victims Act’’) provided certain in-
come and estate tax relief to individuals who 
die from wounds or injury incurred as a re-
sult of the terrorist attacks against the 
United States on September 11, 2001, and 
April 19, 1995 (the bombing of the Alfred P. 
Murrah Federal Building in Oklahoma City) 
or as a result of illness incurred due to an at-
tack involving anthrax that occurred on or 
after September 11, 2001, and before January 
1, 2002. 

Income tax relief 

The Victims Act extended relief similar to 
the present-law treatment of military or ci-
vilian employees of the United States who 
die as a result of terrorist or military activ-
ity outside the United States to individuals 
who die as a result of wounds or injury which 
were incurred as a result of the terrorist at-
tacks that occurred on September 11, 2001, or 
April 19, 1995, and individuals who die as a 
result of illness incurred due to an attack in-
volving anthrax that occurs on or after Sep-
tember 11, 2001, and before January 1, 2002. 
Under the Victims Act, such individuals gen-
erally are exempt from income tax for the 
year of death and for prior taxable years be-
ginning with the taxable year prior to the 
taxable year in which the wounds or injury 
occurred. 424 The exemption applies to these 
individuals whether killed in an attack (e.g., 
in the case of the September 11, 2001, attack 
in one of the four airplanes or on the ground) 
or in rescue or recovery operations. 

Present law provides a minimum tax relief 
benefit of $10,000 to each eligible individual 
regardless of the income tax liability of the 
individual for the eligible tax years. If an eli-
gible individual’s income tax for years eligi-
ble for the exclusion under the provision is 
less than $10,000, the individual is treated as 
having made a tax payment for such individ-
ual’s last taxable year in an amount equal to 
the excess of $10,000 over the amount of tax 
not imposed under the provision. 

Subject to rules prescribed by the Sec-
retary, the exemption from tax does not 
apply to the tax attributable to (1) deferred 
compensation which would have been pay-
able after death if the individual had died 
other than as a specified terrorist victim, or 
(2) amounts payable in the taxable year 
which would not have been payable in such 
taxable year but for an action taken after 
September 11, 2001. Thus, for example, the 
exemption does not apply to amounts pay-
able from a qualified plan or individual re-
tirement arrangement to the beneficiary or 
estate of the individual. Similarly, amounts 
payable only as death or survivor’s benefits 
pursuant to deferred compensation pre-
existing arrangements that would have been 
paid if the death had occurred for another 
reason are not covered by the exemption. In 
addition, if the individual’s employer makes 
adjustments to a plan or arrangement to ac-
celerate the vesting of restricted property or 
the payment of nonqualified deferred com-
pensation after the date of the particular at-
tack, the exemption does not apply to in-
come received as a result of that action.425 
Also, if the individual’s beneficiary cashed in 
savings bonds of the decedent, the exemption 
does not apply. On the other hand, the ex-
emption does apply, for example, to a final 
paycheck of the individual or dividends on 
stock held by the individual when paid to an-
other person or the individual’s estate after 
the date of death but before the end of the 
taxable year of the decedent (determined 
without regard to the death). The exemption 
also applies to payments of an individual’s 
accrued vacation and accrued sick leave. 

The tax relief does not apply to any indi-
vidual identified by the Attorney General to 
have been a participant or conspirator in any 
terrorist attack to which the provision ap-
plies, or a representative of such individual. 
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426 Thus, for example, payments made over a period 
of years could qualify for the exclusion. 

Exclusion of death benefits 
The Victims Act generally provides an ex-

clusion from gross income for amounts re-
ceived if such amounts are paid by an em-
ployer (whether in a single sum or other-
wise 426) by reason of the death of an em-
ployee who dies as a result of wounds or in-
jury which were incurred as a result of the 
terrorist attacks that occurred on Sep-
tember 11, 2001, or April 19, 1995, or as a re-
sult of illness incurred due to an attack in-
volving anthrax that occured on or after 
September 11, 2001, and before January 1, 
2002. Subject to rules prescribed by the Sec-
retary, the exclusion does not apply to 
amounts that would have been payable if the 
individual had died for a reason other than 
the attack. The exclusion does apply, how-
ever, to death benefits provided under a 
qualified plan that satisfy the incidental 
benefit rule. 

For purposes of the exclusion, self-em-
ployed individuals are treated as employees. 
Thus, for example, payments by a partner-
ship to the surviving spouse of a partner who 
died as a result of the September 11, 2001 at-
tacks may be excludable under the provision. 

The tax relief does not apply to any indi-
vidual identified by the Attorney General to 
have been a participant or conspirator in any 
terrorist attack to which the provision ap-
plies, or a representative of such individual. 
Estate tax relief 

Present law provides a reduction in Fed-
eral estate tax for taxable estates of U.S. 
citizens or residents who are active members 
of the U.S. Armed Forces and who are killed 
in action while serving in a combat zone 
(sec. 2201). This provision also applies to ac-
tive service members who die as a result of 
wounds, disease, or injury suffered while 
serving in a combat zone by reason of a haz-
ard to which the service member was sub-
jected as an incident of such service. 

In general, the effect of section 2201 is to 
replace the Federal estate tax that would 
otherwise be imposed with a Federal estate 
tax equal to 125 percent of the maximum 
State death tax credit determined under sec-
tion 2011(b). Credits against the tax, includ-
ing the unified credit of section 2010 and the 
State death tax credit of section 2011, then 
apply to reduce (or eliminate) the amount of 
the estate tax payable. 

Generally, the reduction in Federal estate 
taxes under section 2201 is equal in amount 
to the ‘‘additional estate tax.’’ The addi-
tional estate tax is the difference between 
the Federal estate tax imposed by section 
2001 and 125 percent of the maximum State 
death tax credit determined under section 
2011(b) as in effect prior to its repeal by the 
Economic Growth and Tax Relief Reconcili-
ation Act of 2001. 

The Victims Act generally treats individ-
uals who die from wounds or injury incurred 
as a result of the terrorist attacks that oc-
curred on September 11, 2001, or April 19, 
1995, or as a result of illness incurred due to 
an attack involving anthrax that occurred 
on or after September 11, 2001, and before 
January 1, 2002, in the same manner as if 
they were active members of the U.S. Armed 
Forces killed in action while serving in a 
combat zone or dying as a result of wounds 
or injury suffered while serving in a combat 
zone for purposes of section 2201. Con-
sequently, the estates of these individuals 
are eligible for the reduction in Federal es-
tate tax provided by section 2201. The tax re-
lief does not apply to any individual identi-
fied by the Attorney General to have been a 
participant or conspirator in any terrorist 
attack to which the provision applies, or a 
representative of such individual. 

The Victims Act also changes the general 
operation of section 2201, as it applies to 
both the estates of service members who 
qualify for special estate tax treatment 
under present and prior law and to the es-
tates of individuals who qualify for the spe-
cial treatment only under the Act. Under the 
Victims Act, the Federal estate tax is deter-
mined in the same manner for all estates 
that are eligible for Federal estate tax re-
duction under section 2201. In addition, the 
executor of an estate that is eligible for spe-
cial estate tax treatment under section 2201 
may elect not to have section 2201 apply to 
the estate. Thus, in the event that an estate 
may receive more favorable treatment with-
out the application of section 2201 in the 
year of death than it would under section 
2201, the executor may elect not to apply the 
provisions of section 2201, and the estate tax 
owed (if any) would be determined pursuant 
to the generally applicable rules. 

Under the Victims Act, section 2201 no 
longer reduces Federal estate tax by the 
amount of the additional estate tax. Instead, 
the Victims Act provides that the Federal 
estate tax liability of eligible estates is de-
termined under section 2001 (or section 2101, 
in the case of decedents who were neither 
residents nor citizens of the United States), 
using a rate schedule that is equal to 125 per-
cent of the pre-EGTRRA maximum State 
death tax credit amount. This rate schedule 
is used to compute the tax under section 
2001(b) or section 2101(b) (i.e., both the ten-
tative tax under section 2001(b)(1) and sec-
tion 2101(b), and the hypothetical gift tax 
under section 2001(b)(2) are computed using 
this rate schedule). As a result of this provi-
sion, the estate tax is unified with the gift 
tax for purposes of section 2201 so that a sin-
gle graduated (but reduced) rate schedule ap-
plies to transfers made by the individual at 
death, based upon the cumulative taxable 
transfers made both during lifetime and at 
death. 

In addition, while the Victims Act provides 
an alternative reduced rate table for pur-
poses of determining the tax under section 
2001(b) or section 2101(b), the amount of the 
unified credit nevertheless is determined as 
if section 2201 did not apply, based upon the 
unified credit as in effect on the date of 
death. For example, in the case of victims of 
the September 11, 2001, terrorist attack, the 
applicable unified credit amount under sec-
tion 2010(c) would be determined by reference 
to the actual section 2001(c) rate table. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
The Senate amendment extends the exclu-

sion from income tax, the exclusion for 
death benefits, and the estate tax relief 
available under the Victims of Terrorism 
Tax Relief Act of 2001 to astronauts who lose 
their lives on a space mission (including the 
individuals who lost their lives in the space 
shuttle Columbia disaster). 

Effective date.—The Senate amendment 
provision is generally effective for qualified 
individuals whose lives are lost on a space 
mission after December 31, 2002. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment provision. 
XII. SUNSET PROVISION 

A. Termination of Certain Provisions (Sec. 
1001 of the Senate Amendment) 

PRESENT LAW 
Budget reconciliation is a procedure under 

the Congressional Budget Act of 1974 (the 
‘‘Budget Act’’) by which Congress imple-
ments spending and tax policies contained in 
a budget resolution. The Budget Act con-

tains numerous rules enforcing the scope of 
items permitted to be considered under the 
budget reconciliation process. One such rule, 
the so-called ‘‘Byrd rule,’’ was incorporated 
into the Budget Act in 1990. The Byrd rule, 
named after its principal sponsor, Senator 
Robert C. Byrd, is contained in section 313 of 
the Budget Act. The Byrd rule generally per-
mits members to raise a point of order 
against extraneous provisions (those which 
are unrelated to the goals of the reconcili-
ation process) from either a reconciliation 
bill or a conference report on such bill. 

Under the Byrd rule, a provision is consid-
ered to be extraneous if it falls under one or 
more of the following six definitions: (1) it 
does not produce a change in outlays or reve-
nues; (2) it produces an outlay increase or 
revenue decrease when the instructed com-
mittee is not in compliance with its instruc-
tions; (3) it is outside of the jurisdiction of 
the committee that submitted the title or 
provision for inclusion in the reconciliation 
measure; (4) it produces a change in outlays 
or revenues which is merely incidental to the 
nonbudgetary components of the provision; 
(5) it would increase the deficit for a fiscal 
year beyond those covered by the reconcili-
ation measure; or (6) it recommends changes 
in Social Security. 

HOUSE BILL 
No provision. 

SENATE AMENDMENT 
To ensure compliance with the Budget Act, 

the Senate amendment provides that certain 
provisions of, and amendments made by, the 
bill do not apply for taxable years beginning 
after December 31, 2012. 

Effective date.—The Senate amendment 
provision is effective on the date of enact-
ment. 

CONFERENCE AGREEMENT 
The conference agreement does not include 

the Senate amendment. 
The conference agreement does not modify 

the application of the Economic Growth Tax 
Reconciliation Relief Act of 2001 
(‘‘EGTRRA’’) sunset provision. The EGTRRA 
provision is contained in Title IX of Pub. L. 
No.107–16.

XIII. TAX COMPLEXITY ANALYSIS 
The following tax complexity analysis is 

provided pursuant to section 4022(b) of the 
Internal Revenue Service Reform and Re-
structuring Act of 1998, which requires the 
staff of the Joint Committee on Taxation (in 
consultation with the Internal Revenue 
Service (‘‘IRS’’) and the Treasury Depart-
ment) to provide a complexity analysis of 
tax legislation reported by the House Com-
mittee on Ways and Means, the Senate Com-
mittee on Finance, or a Conference Report 
containing tax provisions. The complexity 
analysis is required to report on the com-
plexity and administrative issues raised by 
provisions that directly or indirectly amend 
the Internal Revenue Code and that have 
widespread applicability to individuals or 
small businesses. For each such provision 
identified by the staff of the Joint Com-
mittee on Taxation, a summary description 
of the provision is provided along with an es-
timate of the number and type of affected 
taxpayers, and a discussion regarding the 
relevant complexity and administrative 
issues. 

Following the analysis of the staff of the 
Joint Committee on Taxation are the com-
ments of the IRS and the Treasury Depart-
ment regarding each of the provisions in-
cluded in the complexity analysis, including 
a discussion of the likely effect on IRS forms 
and any expected impact on the IRS. 
1. Increase the child tax credit (sec. 101 of 

the conference agreement) 
Summary description of provision 

The amount of the child credit is increased 
to $1,000 for 2003 and 2004, reverting to 
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present law phase-in thereafter. For 2003, the 
increased amount of the child credit will be 
paid in advance beginning in July 2003 on the 
basis of information on each taxpayer’s 2002 
return filed in 2003. Advance payments will 
be made in a manner similar to the advance 
payment checks issued by the Treasury in 
2001 to reflect the creation of the 10-percent 
regular income tax rate bracket. 
Number of affected taxpayers 

It is estimated that the provisions will af-
fect approximately 27 million individual tax 
returns. 
Discussion 

Individuals should not have to keep addi-
tional records due to this provision, nor will 
additional regulatory guidance be necessary 
to implement this provision. 

The IRS will need to add to the individual 
income tax forms package a new worksheet 
so that taxpayers can reconcile the amount 
of the check they receive from the Depart-
ment of the Treasury with the credit they 
are allowed as an acceleration of the child 
tax credit for 2003. This worksheet should be 
relatively simple and many taxpayers will 
not need to fill it out completely because 
they will have received the full amount by 
check. 
2. Expansion of the 15-percent rate bracket 

(sec. 102 of the conference agreement) 
Summary description of provision 

The bill accelerates the increase of the size 
of the 15-percent regular income tax rate 
bracket for married individuals filing joint 
returns to twice the width of the 15-percent 
regular income tax rate bracket for unmar-
ried individual returns effective for 2003 and 
2004, reverting to present-law phase-in for 
2005 and thereafter. 
Number of affected taxpayers 

It is estimated that the provision will af-
fect approximately 19 million individual tax 
returns. 
Discussion 

It is not anticipated that individuals will 
need to keep additional records due to this 
provision. The increased size of the 15-per-
cent regular income tax rate bracket for 
married individuals filing joint returns 
should not result in an increase in disputes 
with the IRS, nor will regulatory guidance 
be necessary to implement this provision. 
3. Standard deduction tax relief (sec. 103 of 

the conference agreement) 
Summary description of provision 

The conference agreement accelerates the 
increase in the basic standard deduction 
amount for joint returns to twice the basic 
standard deduction amount for unmarried 
individual returns effective for 2003 and 2004, 
reverting to present-law phase-in for 2005 and 
thereafter. 
Number of affected taxpayers 

It is estimated that the provision will af-
fect approximately 22 million individual re-
turns. 
Discussion 

It is not anticipated that individuals will 
need to keep additional records due to this 
provision. The higher basic standard deduc-
tion should not result in an increase in dis-
putes with the IRS, nor will regulatory guid-
ance be necessary to implement this provi-
sion. In addition, the provision should not 
increase individuals’ tax preparation costs. 

Some taxpayers who currently itemize de-
ductions may respond to the provision by 
claiming the increased standard deduction in 
lieu of itemizing. According to estimates by 
the staff of the Joint Committee on Tax-
ation, approximately three million indi-
vidual tax returns will realize greater tax 
savings from the increased standard deduc-

tion than from itemizing their deductions. In 
addition to the tax savings, such taxpayers 
will no longer have to file Schedule A to 
Form 1040 and a significant number of which 
will no longer need to engage in the record 
keeping inherent in itemizing below-the-line 
deductions. Moreover, by claiming the stand-
ard deduction, such taxpayers may qualify to 
use simpler versions of the Form 1040 (i.e., 
Form 1040EZ or Form 1040A) that are not 
available to individuals who itemize their 
deductions. These forms simplify the return 
preparation process by eliminating from the 
Form 1040 those items that do not apply to 
particular taxpayers. 

This reduction in complexity and record 
keeping also may result in a decline in the 
number of individuals using a tax prepara-
tion service or a decline in the cost of using 
such a service. Furthermore, if the provision 
results in a taxpayer qualifying to use one of 
the simpler versions of the Form 1040, the 
taxpayer may be eligible to file a paperless 
Federal tax return by telephone. The provi-
sion also should reduce the number of dis-
putes between taxpayers and the IRS regard-
ing substantiation of itemized deductions. 
4. Reduction in income tax rates for individ-

uals (secs. 104 and 105 of the conference 
agreement) 

Summary description of provision 
The conference agreement accelerates the 

scheduled increase in the taxable income lev-
els for the 10-percent rate bracket from 2008 
to 2003 and 2004, reverting to the present-law 
phasein for 2005 and thereafter. Specifically, 
the conference agreement increases the tax-
able income level for the 10-percent regular 
income tax rate brackets for unmarried indi-
viduals from $6,000 to $7,000 and for married 
individuals filing jointly from $12,000 to 
$14,000. For taxable years beginning after 
2004, the amounts will revert to the levels 
provided in present-law (e.g., $7,000 for un-
married individuals and $12,000 for married 
couples filing jointly for 2005). 

Also, the conference agreement accelerates 
the reductions in the regular income tax 
rates in excess of the 15-percent regular in-
come tax rate that are scheduled for 2004 and 
2006. Therefore, the regular income tax rates 
in excess of 15 percent under the conference 
agreement are 25 percent, 28 percent, 33 per-
cent, and 35 percent for 2003 and thereafter. 
Number of affected taxpayers 

It is estimated that the provision will af-
fect approximately 76 million individual tax 
returns. 
Discussion 

It is not anticipated that individuals will 
need to keep additional records due to this 
provision. It should not result in an increase 
in disputes with the IRS, nor will regulatory 
guidance be necessary to implement this 
provision. In addition, the provision should 
not increase the tax preparation costs for 
most individuals. Reductions in the regular 
income tax as a result of these rate reduc-
tions as well as the expansion of the child 
credit, standard deduction, and 10-percent 
bracket, will cause some taxpayers to be-
come subject to the alternative minimum 
tax. 

The Secretary of the Treasury is expected 
to make appropriate revisions to the wage 
withholding tables to reflect the proposed 
rate reduction for calendar year 2003 as expe-
ditiously as possible. To implement the ef-
fects of the additional amount of child tax 
credit for 2003, employers would be required 
to use a new (second) set of withholding rate 
tables to determine the correct withholding 
amounts for each employee. Switching to the 
new withholding rate tables during the year 
can be expected to result in a one-time addi-
tional burden for employers. 

5. Bonus depreciation (sec. 201 of the con-
ference agreement) 

Summary description of provision 
The conference agreement provides an ad-

ditional first-year depreciation deduction 
equal to 50 percent of the adjusted basis of 
qualified property. Qualified property is de-
fined in the same manner as for purposes of 
the 30-percent additional first-year deprecia-
tion deduction provided by the Job Creation 
and Workers Assistance Act of 2002, except 
that the applicable time period for acquisi-
tion (or self construction) of the property is 
modified. In general, in order to qualify the 
property must be acquired after May 5, 2003, 
and before January 1, 2005, and no binding 
written contract for the acquisition is in ef-
fect before May 6, 2003. Property eligible for 
the 50-percent additional first year deprecia-
tion deduction is not eligible for the 30-per-
cent additional first year depreciation de-
duction. 
Number of affected taxpayers 

It is estimated that more than 10 percent 
of small businesses will be affected by the 
provision. 
Discussion 

It is not anticipated that small businesses 
will have to keep additional records due to 
this provision, nor will additional regulatory 
guidance be necessary to implement this 
provision. It is not anticipated that the pro-
vision will result in an increase in disputes 
between small businesses and the IRS. How-
ever, small businesses will have to perform 
additional analysis to determine whether 
property qualifies for the provision. In addi-
tion, for qualified property, small businesses 
will be required to perform additional cal-
culations to determine the proper amount of 
allowable depreciation. Complexity may also 
be increased because the provision is tem-
porary. For example, different tax treatment 
will apply for identical equipment based on 
the acquisition and placed in service date. 
Further, the Secretary of the Treasury is ex-
pected to have to make appropriate revisions 
to the applicable depreciation tax forms. 
6. Capital gain rate reduction (sec. 301 of the 

conference agreement) 
Summary description of provision 

The conference agreement reduces the 10- 
and 20-percent rates on the adjusted net cap-
ital gain to five and 15 percent, respectively. 
These lower rates apply to both the regular 
tax and the alternative minimum tax. The 
lower rates apply to assets held more than 
one year. The five percent rate becomes zero 
percent for taxable years beginning after 
2007. The conference agreement applies to 
taxable years ending on or after May 6, 2003, 
and beginning before January 1, 2009. 

For taxable years that include May 6, 2003, 
the lower rates apply to amounts properly 
taken into account for the portion of the 
year on or after that date. This generally has 
the effect of applying the lower rates to cap-
ital assets sold or exchanged (and install-
ment payments received) on or after May 6, 
2003. In the case of gain and loss taken into 
account by a pass-through entity, the date 
taken into account by the entity is the ap-
propriate date for applying this rule. 
Number of affected taxpayers 

It is estimated that the provisions will af-
fect over 15 million individual tax returns. 
Discussion 

The elimination of the five-year holding 
period means that taxpayers with gains on 
assets held for more than 5 years will no 
longer need to separately compute tax for 
such gain on schedule D of Form 1040. Addi-
tionally, the form will not need to be ex-
panded beginning in 2006 to separate out gain 
of capital assets held more than five years 
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that were purchased after 2000. This may re-
duce tax preparation costs. Mutual fund re-
porting on the Form 1099 will be made easier 
by the elimination of the five-year holding 
period. 

For 2003, multiple rates will be in effect de-
pending on whether gain was realized before 
or after May 6, 2003. This will make the 
schedule D more complicated for tax year 
2003, and may increase tax preparation costs. 

7. Dividend tax relief (sec. 302 of the con-
ference agreement) 

Summary description of provision 

Under the conference agreement, qualified 
dividends received by an individual share-
holder from domestic and qualified foreign 
corporations are generally taxed at the rates 
that apply to net capital gain. This treat-
ment applies for purposes of both the regular 
tax and the alternative minimum tax. Thus, 
under the conference agreement, dividends 
will be taxed at rates of five and 15 percent, 
the same rates applicable to net capital gain. 

If a shareholder does not hold a share of 
stock for more than 60 days during the 120-
day period beginning 60 days before the ex-
dividend date, dividends received on the 
stock are not eligible for the reduced rates. 
Also, the reduced rates are not available for 
dividends to the extent that the taxpayer is 
obligated to make related payments with re-
spect to positions in substantially similar or 
related property. 

Number of affected taxpayers 

It is estimated that the provisions will af-
fect over 20 million individual tax returns. 

Discussion 

Individuals computing their tax will need 
to add qualified dividends to net capital gain 
in computing their income tax using the tax 
computation portion of Schedule D of Form 
1040 (or other tax computation forms or 
schedules as the Internal Revenue Service 
may prescribe). Additional individuals will 
need to use the tax computation schedule, 
which may increase tax preparation costs. 

New Form 1099s will need to differentiate 
qualified from nonqualified dividends, and 
additional burdens will be imposed on payors 
to comply with the new Form 1099 reporting. 
Additional record keeping will be necessary 
with respect to compliance with the 60-day 
holding period rules. It is likely that there 
will be increased taxpayer errors with re-
spect to the proper reporting of dividends as 
a result.

DEPARTMENT OF THE TREASURY, 
INTERNAL REVENUE SERVICE, 

Washington, DC. 
Ms. MARY SCHMITT, 
Acting Chief of Staff, Joint Committee on Tax-

ation, 
Washington, DC. 

DEAR MS. SCHMITT: Enclosed are the com-
bined comments of the Internal Revenue 
Service and the Treasury Department on the 
seven provisions from the House and Senate 
markup of H.R. 2, the ‘‘Jobs and Growth Tax 
Relief Reconciliation Act of 2003,’’ that your 
staff identified for complexity analysis in 
their May 22, 2003 telephone calls to the IRS 
Legislative Affairs Division. 

Our comments are based on the description 
of those provisions in the enclosed analysis. 
Due to the short turnaround time, our com-
ments are provisional and subject to change 
upon a more complete and in-depth analysis 
of the provisions. 

Sincerely, 
MARK W. EVERSON, 

Commissioner. 

Enclosure. 

COMPLEXITY ANALYSIS OF THE JOBS AND 
GROWTH RECONCILIATION TAX ACT OF 2003

ACCELERATION OF THE INCREASE IN THE CHILD 
TAX CREDIT 
PROVISION 

The amount of the child credit is increased 
to $1,000 for 2003 and 2004. For 2003, the in-
creased amount ($400) will be paid in advance 
beginning in July 2003 on the basis of infor-
mation on each taxpayer’s 2002 return. Ad-
vance payments are to be made in a similar 
manner to the advance payment checks 
issued by the Treasury in 2001 to reflect the 
creation of the 10-percent regular income tax 
rate bracket. After 2005 the child credit will 
revert to the levels provided in present law 
(e.g., $700 for 2005). 

IRS AND TREASURY COMMENTS 
∑ No new forms would be required as a re-

sult of the child tax credit provisions men-
tioned above. 
∑ The increased amount of the child tax 

credit and the increased refundable portion 
would be incorporated in the instructions for 
Forms 1040, 1040A, 1040NR, 1040-PR, and 1040-
SS for 2003 and 2004. 
∑ The applicable amount of the child tax 

credit for 2005 and later years would be in-
corporated in the instructions for Form 1040, 
1040A, 1040NR, 1040-PR, and on Form 1040-ES 
for 2005 and later years. 
∑ Subsequent to enactment, the IRS would 

have to advise taxpayers who make esti-
mated tax payments for 2003 how they can 
adjust their estimated tax payments for 2003 
to reflect the increased child tax credit, the 
increased refundable portion, and the re-
quired reduction for those who receive ad-
vance payments. 
∑ Supplemental programming changes 

would be required for processing 2003 returns 
to reflect the increased child tax credit, the 
increased refundable portion, and the re-
quired reduction for those who receive ad-
vance payments. 
∑ Programming changes would be required 

for 2004 and later years to reflect the rever-
sion of the applicable child tax credit 
amount to the amounts currently scheduled 
for the years. Currently, the IRS computa-
tion programs are updated annually to incor-
porate mandated inflation adjustments. Pro-
gramming changes necessitated by the provi-
sion would be included during that process.

ADVANCE PAYMENT FEATURE 
∑ An estimated 26 million checks will be 

mailed beginning in July 2003. 
∑ It will take three weeks to mail checks 

to those taxpayers whose 2002 tax returns 
have already been filed and processed. 
Checks for taxpayers whose returns are filed 
and processed later in the year will be 
mailed weekly, through the end of December 
2003. 
∑ Some taxpayers may be entitled to more 

than their advance payment checks due to 
changes in financial or family status be-
tween 2002 and 2003. For example, IRS will 
not know if a taxpayer gives birth to a child 
or adopts a child in 2003 until the taxpayer 
files the 2003 tax return. If they are entitled 
to a larger increase in the child tax credit 
than they received in their advance payment 
checks, they will get the additional amounts 
on their 2003 tax returns. 
∑ Notice will be sent to taxpayers inform-

ing them of the amount of their advance 
payment, the number of children used to 
compute the amount, if the amount was lim-
ited due to the phase-out range, tax liability, 
or earned income. The notices will also ad-
vise taxpayers that this amount will have to 
be taken into account in determining the 
amount of their child tax credit on the 2003 
tax return. 
∑ Two lines will be added to the Child Tax 

Credit Worksheet for 2003. Based on experi-

ence with the 2001 rate reduction credit and 
advance payment, it is anticipated that a 
number of taxpayers will make errors in this 
computation on their 2003 tax returns. 
∑ The advance payment will require pro-

gramming changes to compute the amount 
and resources to answer taxpayer questions, 
print and mail notices, and correct errors 
made on 2003 returns as a result of the ad-
vance payment. 

ACCELERATION OF THE STANDARD DEDUCTION 
TAX RELIEF 

Provision 

The basic standard deduction amount for 
joint returns is increased to twice the basic 
standard deduction amount for unmarried 
individuals returns, effective for 2003 and 
2004. After 2004, the applicable percentages 
will revert to present-law levels (e.g., 174 per-
cent of the basic standards deduction for un-
married individuals for 2005). 

IRS and Treasury Comments 

∑ The increased basic standard deduction 
for married taxpayers would be incorporated 
in the instructions for Forms 1040, 1040A, 
1040EZ, and on Forms 1040, 1040A, and 1040EZ 
for 2003, 2004 and 2005. No new forms would be 
required. 
∑ The amount of the basic standard deduc-

tion for married taxpayers after 2004 (based 
on reversion to the currently scheduled lev-
els) would be incorporated in the instruc-
tions for Forms 1040, 1040A, 1040EZ and on 
Forms W–4 1040, 1040A, 1040EZ and 1040–ES 
for 2005 and later years. 
∑ Subsequent to enactment, the IRS would 

have to advise taxpayers how they can ad-
just their estimated tax payment of Federal 
income tax withholding for 2003 to reflect 
the increased basic standard deduction. 
∑ Supplemental programming changes 

would be required to reflect the increased 
basic standard deduction for 2003. 
∑ Programming changes would be required 

in 2005 and later to reflect the reversion of 
the standard deduction amounts to the cur-
rently scheduled amounts for those years. 
Currently, the IRS computation program are 
updated annually to incorporate mandated 
inflation adjustment. Programming changes 
necessitated by the provision would be in-
creased during that process. 
∑ The larger basic standard deduction 

would reduce the number of taxpayers who 
itemize their deductions in 2003 and 2004. It 
would also reduce the number of taxpayers 
who are required to file income tax returns 
in those years. 

ACCELERATION OF THE EXPANSION OF THE 15-
PERCENT RATE BRACKET. 

Provision 

The width of the 15-percent regular 
income tax rate bracket for joint re-
turns is increased to twice the width of 
the 15-percent regular income tax rate 
bracket for unmarried individual re-
turns, effective for 2003 and 2004. After 
2004, the end point of the 15-percent 
rate bracket for married couples filing 
joint returns (as a percentage of the 
end point of the 15-percent rate bracket 
for unmarried individuals) will revert 
to present-law levels (i.e., 180 percent 
of the end point of the 15-percent rate 
bracket for unmarried individuals for 
2005). 
IRS and Treasury Comments 

∑ The expanded 15-percent rate bracket for 
married taxpayers would be incorporated in 
the tax tables and the tax rate schedules 
shown in the instructions for Forms 1040, 
1040A, 1040EZ, and 1040NR for 2003 and 2004. 
No new forms would be required. 
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∑ The applicable width of the 15-percent 

rate bracket for married taxpayers after 2004 
(based on reversion to the currently sched-
uled levels) would be incorporated in the tax 
table and tax rate schedules shown in the in-
structions for Forms 1040, 1040A, 1040EZ, and 
1040NR and on Form 1040–ES for 2005 and 
later years.
∑ The expanded 15-percent rate bracket 

would also be incorporated in the tax rate 
schedules shown on Form 1040–ES for 2004. 
Subsequent to enactment, the IRS would 
have to advise taxpayers who make esti-
mated tax payments for 2003 how they can 
adjust their estimated tax payments for 2003 
to reflect the expanded 15-percent rate 
bracket. 
∑ Supplemental programming changes 

would be required to reflect the expanded 15-
percent rate bracket for 2003. 
∑ Programming changes would be required 

to reflect the reversion to present law levels 
for determining the width of the 15-percent 
rate bracket for 2005 and later years. Cur-
rently, the IRS computation programs are 
updated annually to incorporate mandated 
inflation adjustments. Programming 
changes necessitated by the provision would 
be included during that process. 
∑ New withholding rate tables and sched-

ules to update the current Circular E for use 
by employers during the remainder of cal-
endar year 2003 would be required. 

ACCELERATION OF THE REDUCTION OF REGULAR 
INDIVIDUAL INCOME TAX RATES 

Provision 

The conference agreement accelerates the 
scheduled increase in the taxable income lev-
els for the 10-percent rate bracket from 2008 
to 2003, and 2004, reverting to the present-law 
phase-in for 2005 and thereafter. Specially, 
the conference agreement increases the tax-
able income level for the 10-percent regular 
income tax rate brackets for unmarried indi-
viduals from $6,000 to $7,000 and for married 
individuals filing jointly from $12,000 to 
$14,000. For taxable years beginning after 
2004, the amounts will revert to the levels 
provided in present-law (i.e., $6,000 for un-
married individuals and $12,000 for married 
couples filing jointly for 2005). 

Also, the conference agreement accelerates 
the reductions in the regular income tax 
rates in excess of the 15-percent regular in-
come tax rate that are scheduled for 2004 and 
2006. Therefore, the regular income tax rates 
in excess of 15 percent under the conference 
agreement are 25 percent, 28 percent, 33 per-
cent, and 35 percent for 2003 and thereafter. 

IRS and Treasury Comments 

∑ No new forms would be required as a re-
sult of the above-mentioned provisions. 
∑ The increased taxable income levels for 

the 10-percent rate bracket would be incor-
porated in the tax tables and tax rate sched-
ules shown in the instructions for Forms 
1040, 1040A, 1040EZ, 1040NR, and 1040NR–EZ 
2003 and 2004. 
∑ The reduced tax rates would be incor-

porated in the tax tables and tax rate sched-
ules shown in the instructions for Forms 
1040, 1040A, 1040EZ, 1040NR, 1040NR–EZ, and 
1041 for 2003 and 2004. 
∑ Changes to the 10-percent rate bracket 

for tax years beginning after 2004 resulting 
from the reversion to the present-law phase-
in schedule would be incorporated in the tax 
tables and tax rate schedules shown in the 
instructions for Forms 1040, 1040A, 1040EZ, 
1040NR, and 1040NR–EZ and on Form 1040–ES 
for 2005 and later years. Currently, the IRS 
computation programs are updated annually 
to incorporate mandated inflation adjust-
ments. Programming changes necessitated 
by the provision would be included during 
that process. 

∑ The increased taxable income levels for 
the 10-percent rate bracket and the reduced 
tax rates would also be incorporated in the 
tax rate schedules shown on Form 1040–ES 
for 2004. Subsequent to enactment, the IRS 
would have to advise taxpayers who make es-
timated tax payments for 2003 how they can 
adjust their estimated tax payments for 2003 
to reflect the increased taxable income lev-
els for the 10-percent rate bracket and the 
reduced rates. 

SPECIAL DEPRECIATION ALLOWANCES FOR 
CERTAIN PROPERTY 

Provision 
The bill provides an additional first-year 

depreciation deduction equal to 50 percent of 
the adjusted basis of qualified property. 
Qualified property is defined in the same 
manner as for purposes of the 30-percent ad-
ditional first-year depreciation deduction 
provided by the Job Creation and Workers 
Assistance Act of 2002, except that the appli-
cable time period for acquisition (or self con-
struction) of the property is modified. In 
general, in order to qualify, the property 
must be acquired after May 5, 2003, and be-
fore January 1, 2006, and no binding written 
contract for the acquisition can be in effect 
before May 6, 2003. Property eligible for the 
50-percent additional first-year depreciation 
deduction is not eligible for the 30-percent 
additional first-year depreciation deduction. 
IRS and Treasury Comments 
∑ The increase and extension of additional 

first-year depreciation would have no signifi-
cant impact on Form 4562 or any other tax 
forms. The instructions for Form 4562 and 
other instructions and publications would be 
expanded to explain and implement the new 
rules. 
∑ No programming changes would be re-

quired by this provision.
REDUCED INDIVIDUAL CAPITAL GAINS RATES 

Provision 

The 10- and 20-percent rates on the ad-
justed net capital gain are reduced to 5 and 
15 percent, respectively, effective in taxable 
years ending on or after May 6, 2003, and be-
ginning before January 1, 2009. 

For taxable years that include May 6, 2003, 
the lower rates apply to amounts properly 
taken into account for the portion of the 
year on or after that date. This generally has 
the effect of applying the lower rates to cap-
ital assets sold or exchanged (and install-
ment payments received) on or after May 6, 
2003. 
IRS and Treasury Comments 

∑ The mid-year effective date of May 6, 
2003, creates complexity and burden for tax-
payers, and will likely result in a large num-
ber of errors (as occurred in 1997 when simi-
lar mid-year changes were made to the cap-
ital gains tax rate). A January 1, 2003, effec-
tive date would greatly simplify matters for 
2003 (instead of adding 8 lines to several 
products for 2003 as described below, 4 lines 
would be removed). 
∑ To figure the amount of gain taxed at 5% 

and 15% for 2003, 8 lines would be added to: 
Schedule D (Form 1040); the Schedule D Tax 
Worksheet; Form 6251 (alternative minimum 
tax); and Form 8801 (credit for prior year 
minimum tax). 
∑ Column (g) of Schedule D would be re-

vised to request information for amounts ap-
plicable to the portion of the tax year after 
May 5, 2003. Additional instructions and a 6-
line worksheet would be added to figure 28% 
rate gain or loss, as that amount is currently 
figured in column (g). 
∑ Rules would have to be developed and ap-

plied for 2003 to account for the limit on net 
section 1231 losses, capital loss 
carryforwards, carryforwards not allowed 

due to passive activity rules or at-risk rules, 
etc. 
∑ The amount of net capital gain for the 

portion of the tax year after May 5, 2003, 
would have to be transcribed from the tax re-
turn and programming changes would be re-
quired to figure the amount of gain taxed at 
5% and 15%. 
∑ For 2003, Form 1099–DIV filers would be 

required to figure and report to recipients 
the amount of gain after May 5, 2003. 
∑ Taxpayers whose only capital gains are 

capital gain distributions would not be able 
to use the shorter Capital Gain Tax Work-
sheet in the instructions for Form 1040 and 
Form 1040A, but instead would be required to 
file Form 1040 and attach Schedule D, to re-
port the amount of their capital gain dis-
tributions properly taken into account after 
May 5, 2003, and figure their tax using the 
5%, 10%, 15%, and 20% capital gains tax 
rates. This provision would therefore in-
crease the number of taxpayers filing Sched-
ule D by up to 6 million. 
∑ For 2004, the 8 lines added for 2003 and 4 

current lines (used to figure the 8% rate) 
would be removed from: Schedule D; the 
Schedule D Tax Worksheet; Form 6251; and 
Form 8801. 
∑ The 8-line Qualified 5-Year Gain Work-

sheet in the Instructions for Schedule D 
would not be necessary after 2003. 
∑ For 2006, when the 18% capital gains tax 

rate becomes effective for individuals, this 
provision would also save us from having to 
add 4 lines to Schedule D, the Schedule D 
Tax Worksheet, Form 6251, Form 8801, and 
the Qualified 5-Year Gain Worksheet. 
∑ Form 1099–DIV filers would not be re-

quired to report qualified 5-year gain after 
2003, and would not be required in 2005 to 
begin reporting qualified 5-year gain eligible 
for the 18% rate. 
∑ For tax years beginning after 2008, the 

5% and 15% rates would cease to apply, the 
8% rate on qualified 5-year gain would again 
apply, and the 18% rate on qualified 5-year 
gain on property acquired after 2000 would 
begin to apply. At least 8 lines would have to 
be added to the 2009 Schedule D (Form 1040) 
and 2009 Schedule D Tax Worksheet, 2009 
Form 6251, and Form 8801. A worksheet of at 
least 8 lines would be required to figure the 
8% and 18% qualified 5-year gain amounts. 
Several million taxpayers, filing Form 1040 
or 1040A, whose only capital gains are capital 
gain distributions and dividends would no 
longer be eligible to figure their tax using a 
short Capital Gain Tax Worksheet, but in-
stead would be required to file Form 1040 and 
Schedule D. Form 1099–DIV filers would 
again have to track and report 8% qualified 
5-year gain, and would have to begin report-
ing 18% qualified 5 year gain. 

DIVIDEND INCOME OF INDIVIDUALS 

Provision 

Dividends received by an individual share-
holder from domestic corporations are taxed 
at the rates for net capital gain (5 or 15 per-
cent per the above reduction in the capital 
gains rate), effective for taxable years begin-
ning after 2002 and before 2013. 

If a shareholder does not hold a share of 
stock for more than 60 days during the 90-
day period beginning 60 days before the ex-
dividend date, dividends received on the 
stock are not eligible for the capital gain 
rates. Also, the capital gain rates are not 
available for dividends to the extent that the 
taxpayer is obligated to make related pay-
ments with respect to positions in substan-
tially similar or related property. Other 
rules apply.

IRS and Treasury Comments 

∑ No new forms would be required as a re-
sult of the above-mentioned provision. 
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∑ A box to report qualified dividends would 

be added to Form 1099–DIV for 2004 through 
2012. 
∑ Subsequent to enactment, the IRS would 

have to issue a revised Form 1099–DIV for 
2003 and advise taxpayers who make esti-
mated tax payments for 2003 how they can 
adjust their estimated tax payments to re-
flect the new rates applicable to qualified 
dividends. 
∑ Two lines would be added to Part IV of 

Schedule D (and the Schedule D Tax Work-
sheet) for 2003 through 2012 to increase net 
capital gain by the amount of qualified divi-
dends. 
∑ The new tax rates applicable to qualified 

dividends would be reflected in the instruc-
tions for Forms 1040 and 1040A for 2003 
through 2012. 
∑ Taxpayers who have qualified dividends 

would be required to report them on Sched-

ule D and complete up to 19 lines (23 lines for 
2003) in Part IV of Schedule D to figure their 
tax using the 15% and 5% capital gains tax 
rates, even if they did not otherwise have a 
net capital gain. For example, taxpayers 
whose only income was wages, interest, and 
dividends reported on Form 1040A would now 
be required to file Form 1040 and attach 
Schedule D to report the amount of qualified 
dividends and figure their tax. 
∑ Supplemental programming changes 

would be required to reflect the new tax 
rates applicable to qualified dividends for 
2003. 
∑ Programming changes would be required 

to reflect the tax rates applicable to quali-
fied dividends after 2012. Currently, the IRS 
tax computation programs are updated annu-
ally to incorporate mandated inflation ad-
justments. Programming changes neces-

sitated by the provision would be included 
during that process. 
∑ Technical guidance (regulations, revenue 

rulings, etc.) will probably be needed to im-
plement the anti-abuse rules. 
∑ For tax years beginning after 2008, the 

additional lines added for 2003–2007—one line 
for Form 1040 and two lines in each place tax 
is figured using capital gains tax rates 
(Schedule D, Schedule D Tax Worksheet, and 
Capital Gain Tax Worksheets)—would be re-
moved. 

EFFECT OF ALL BILL PROVISIONS ON AMT 

Despite specific changes which tend to in-
crease the number of AMT taxpayers, the 
bill’s increase in the AMT exemption 
amounts for 2003–2004 would significantly re-
duce the number of AMT taxpayers in those 
years relative to current law.
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WILLIAM M. THOMAS, 
TOM DELAY, 

Managers on the Part of the House.

CHUCK GRASSLEY, 
ORRIN HATCH, 
DON NICKLES, 
TRENT LOTT, 

Managers on the Part of the Senate.

f 

RECESS 

The SPEAKER pro tempore. Pursu-
ant to clause 12(a) of rule I, the Chair 
declares the House in recess subject to 
the call of the Chair. 

Accordingly (at 9 o’clock and 21 min-
utes p.m.), the House stood in recess 
subject to the call of the Chair.

f 

b 2239 

AFTER RECESS 

The recess having expired, the House 
was called to order by the Speaker pro 
tempore (Mr. LAHOOD) at 10 o’clock and 
39 minutes p.m. 

f 

REPORT ON RESOLUTION WAIVING 
POINTS OF ORDER AGAINST THE 
CONFERENCE REPORT TO AC-
COMPANY H.R. 2, JOBS AND 
GROWTH TAX RELIEF REC-
ONCILIATION ACT OF 2003 

Mr. REYNOLDS, from the Committee 
on Rules, submitted a privileged report 
(Rept. No. 108–129) on the resolution (H. 
Res. 253) waiving points of order 
against the conference report to ac-
company the bill (H.R. 2) to provide for 
reconciliation pursuant to section 201 
of the concurrent resolution on the 
budget for fiscal year 2004, which was 
referred to the House Calendar and or-
dered to be printed. 

f 

CONFERENCE REPORT ON H.R. 2, 
JOBS AND GROWTH TAX RELIEF 
RECONCILIATION ACT OF 2003 

Mr. REYNOLDS. Mr. Speaker, by di-
rection of the Committee on Rules, I 
call up House Resolution 253 and ask 
for its immediate consideration. 

The Clerk read the resolution, as fol-
lows:

H. RES. 253
Resolved, That upon adoption of this reso-

lution it shall be in order to consider the 
conference report to accompany the bill 
(H.R. 2) to provide for reconciliation pursu-
ant to section 201 of the concurrent resolu-
tion on the budget for fiscal year 2004. All 
points of order against the conference report 
and against its consideration are waived. 
The conference report shall be considered as 
read. The previous question shall be consid-
ered as ordered on the conference report to 
final adoption without intervening motion 
except: (1) one hour of debate equally divided 
and controlled by the chairman and ranking 
minority member of the Committee on Ways 
and Means; and (2) one motion to recommit. 
The yeas and nays shall be considered as or-
dered on the question of adoption of the con-
ference report. Clause 5(b) of rule XXI shall 
not apply to the conference report.

The SPEAKER pro tempore. The gen-
tleman from New York (Mr. REYNOLDS) 
is recognized for 1 hour. 

(Mr. REYNOLDS asked and was 
given permission to revise and extend 
his remarks.) 

Mr. REYNOLDS. Mr. Speaker, for the 
purpose of debate only, I yield the cus-
tomary 30 minutes to the gentleman 
from Texas (Mr. FROST), the ranking 
member of the Committee on Rules, 
pending which I yield myself such time 
as I may consume. During consider-
ation of this resolution all time yielded 
is for the purpose of debate only. 

Mr. Speaker, House Resolution 253 is 
an appropriate rule providing for 1 
hour of debate for consideration of the 
conference report accompanying H.R. 
2, the Jobs and Growth Reconciliation 
Act of 2003. 

The rule waives all points of order 
against the conference report and 
against its consideration. 

Mr. Speaker, taxes now claim a 
greater share of the median two-in-
come family’s budget than food, cloth-
ing, housing, and transportation com-
bined. That just is not right. Families 
need the flexibility to dedicate their 
hard-earned resources towards their 
most pressing concerns. While some 
may need more money to help pay off 
their debts, others may need extra 
money to pay tuition for their child or 
to invest for their retirement. 

The same can be said for small busi-
ness owners, the entrepreneurial back-
bone of America. They should be em-
powered to allocate their resources 
however they see fit, whether it be hir-
ing more employees, reinvesting, or ex-
panding their business in order to cre-
ate jobs. 

The point is, people should be mak-
ing decisions on how to best spend 
their hard-earned dollars, not the gov-
ernment, nor should government pun-
ish them with job-killing, unfair taxes. 

Today’s legislation is not just about 
tax relief; it is about creating jobs and 
stimulating the economy. The fact is 
jobs do not create themselves. And we, 
in this Congress, have both the ability 
and responsibility to help create those 
jobs. Through his consistent and imme-
diate attention to growth and pros-
perity for working Americans, the 
President has once again guided Con-
gress to foster job creation and ease 
the outrageous tax burden on working 
Americans. Under his direction, we will 
be helping countless Americans 
achieve a greater parity in the Tax 
Code and realize the fulfillment of em-
ployment. 

No one knows the current job strug-
gle like my constituents and fellow 
New Yorkers across the State. For my 
part of the State, which never shared 
in the economic boom of the 1990s, job 
growth remains the number one pri-
ority. And this type of positive impact 
is what this and so many other parts of 
our country need. 

On average, over 30,000 new jobs will 
be created in New York every year for 
the next 5 years. Instead of an unem-
ployment check, these workers will get 
a paycheck that they want and they 
deserve. 

The bill recognizes that we cannot 
create employees if we do not work 
with employers to create jobs. For ex-
ample, small businesses will have an 
option of immediately deducting up to 
$100,000 in expenses, a significant in-
crease over the current $25,000 deduc-
tions. Because most small businesses 
pay taxes as individuals, accelerating 
the top rate reduction means lower 
taxes for small business owners. This 
means that millions of entrepreneurs 
will have more money to spend on em-
ployees, supplies, or expansion efforts. 

The conference report also dras-
tically reduces the dividend tax bur-
den, making stocks more valuable and 
increasing expected rates of return. By 
lowering the rates of dividend and cap-
ital gains, people will be more willing 
to invest because they will pay less tax 
on the returns to their investments. 

What this bill also recognizes is the 
need for an immediate infusion of di-
rect aid to States facing dire fiscal cri-
ses. Budget shortfalls and sharply ris-
ing Medicaid costs have crippled local 
governments, restricted access to vital 
services, such as health care, that our 
constituents greatly rely on. 

By coupling State relief with tax re-
lief and job creation, we can alleviate 
the strain on State revenues, and fur-
ther stimulate the economy with direct 
aid to our States and localities that 
need it most.

b 2245 

Whether creating jobs, relieving the 
tax burden, increasing investment, or 
fostering State and local stability, this 
bill acknowledges the need for all-en-
compassing approaches to growing the 
economy. 

Mr. Speaker, former President Ron-
ald Reagan once said the current Tax 
Code is a daily mugging. This is not 
what our political science teachers 
meant by participation in government. 
Let us not rob the American people of 
their hard-earned money. This country 
was founded upon individuals who 
stretched their imaginations, fostered 
ingenuity, and broke their backs for 
freedom and justice. Americans 
throughout history have not toiled re-
siliently just to fork over all their 
earnings to the Federal Government. 
This was not the intent of our fore-
fathers, nor should it be ours now. 

Mr. Speaker, I urge my colleagues to 
join me in supporting this rule as well 
as the underlying legislation. 

Mr. Speaker, I reserve the balance of 
my time. 

Mr. FROST. Mr. Speaker, I yield my-
self such time as I may consume. 

(Mr. FROST asked and was given per-
mission to revise and extend his re-
marks.) 

Mr. FROST. Mr. Speaker, here we are 
again, at quarter to eleven, the shades 
of darkness have fallen, and we have to 
ask ourselves a question, at least I do: 
Is the other side not particularly com-
petent? Is that why we are here this 
late at night, as we always are on 
major pieces of legislation? Or have 
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they intentionally put us here late at 
night so no one will watch this on tele-
vision, so the American public will not 
know what is going on? 

Mr. DREIER. Mr. Speaker, will the 
gentleman yield? 

Mr. FROST. I will complete my 
statement, and then my friend, the 
chairman, will have plenty of time to 
respond. 

Mr. DREIER. I just wanted to re-
spond to the query that was put forth. 

Mr. FROST. I understand, but my 
friend will have plenty of time to 
speak. 

Mr. Speaker, it is more than a coinci-
dence that the major pieces of legisla-
tion that this Congress does are always 
done late at night when not very many 
people are watching. Tonight, Mr. 
Speaker, the House will pass and send 
to the Senate the ‘‘Leave No Million-
aire Behind Tax Act.’’ Yet at the same 
time around the country millions of 
Americans are looking for work. 

This country is still suffering from 
the second Bush recession in just over 
a decade, the third Republican reces-
sion in the past 20 years. The Federal 
deficit is spiraling even higher. The 
public debt is growing. Every penny of 
this tax bill have will to be borrowed. 
But Republicans in Washington, from 
the President on down, are busy pat-
ting themselves on the back for suc-
cessfully pulling off another rip-off of 
the Federal Treasury. 

Make no mistake, that is all this 
conference report is, a welfare package 
for the very wealthy and a big fat bill 
for future generations. When you bor-
row money, you generally have to pay 
it back. This conference report is the 
latest attempt to give the average 
American’s Social Security payments 
and their Medicare payments to a 
small elite group of very wealthy indi-
viduals. 

Republicans have argued among 
themselves about how much this bill 
costs, but it hardly matters because 
they are basically making up numbers 
at this point. After all, the Senate Re-
publicans attached a number to their 
tax bill last week and then had to 
admit it was $70 billion too low. And 
this week House the majority leader, 
the gentleman from Texas (Mr. 
DELAY), was in the newspapers brag-
ging about how easy it is to fudge the 
numbers to make their tax plan look 
less expensive than it really is. 

They can fudge the numbers to pay 
for a tax bill, but they will not extend 
unemployment benefits to every Amer-
ican who continues to look for work 
with no success. They can fudge the 
numbers to pay for a tax cut, but they 
kick 1.4 million veterans to the curb 
and out of the VA health system. They 
can fudge the numbers to pay for a tax 
cut, but they cannot hide a record $400 
billion deficit. 

Mr. Speaker, since George W. Bush 
became President, some 2.7 million 
Americans have lost their jobs. Unem-
ployment is the highest it has been 
since the last Bush administration, and 

only Herbert Hoover lost more jobs 
than George W. Bush has. Of course, 
President Bush still has a year and a 
half to go to top the Great Depression 
President in this contest. 

Mr. Speaker, the stock market is 
down. Republicans have driven Amer-
ica’s deficit so high that the Bush ad-
ministration’s own Treasury Depart-
ment has twice asked to raise the debt 
limit so they can borrow more money. 
Not only does the administration need 
to borrow more money, they want to 
borrow nearly a trillion dollars, the 
largest increase in the history of the 
debt limit. This is not a record to be 
proud of, Mr. Speaker. This is not a 
record to run for reelection on, Mr. 
Speaker. It is a record of shame. 

After all, 2 years ago, the Republican 
majority in the House did not sell their 
economic package as a budget buster. 
But they were wrong. And they are 
wrong today. The ‘‘Leave No Million-
aires Behind Act’’ will not create jobs 
or stimulate the economy, any more 
than Part I did 2 years ago. But it will 
drive this country deeper into debt, 
raising the debt tax on all Americans 
to pay for more tax breaks for the rich-
est few. The true cost of this particular 
bill is closer to a trillion dollars than 
to any fake numbers Republicans trot 
out today. 

That trillion dollars is about what 
the administration and the Republican 
leadership want us to raise the public 
debt by so they will not have to face up 
to the failed economic policies before 
the next election. The Republican lead-
ership wants to force that record-set-
ting debt limit increase through the 
Congress, along with this tax bill, 
while they skip town and leave mil-
lions of Americans who cannot find 
work in the lurch. This is reprehensible 
behavior, Mr. Speaker, but certainly 
not behavior that surprises Democrats 
one little bit. 

We have a responsibility to govern 
with the needs of the present and the 
future in mind. This tax bill thinks of 
neither the present nor the future in a 
responsible manner. What the Presi-
dent and the Republican leadership are 
advocating is a failed economic para-
digm that will borrow against the fu-
ture to pay a few millionaires today, 
and the Republican Party does not 
have a clue how they are going to pay 
this money back and keep this govern-
ment solvent. 

That is why we have to defeat this 
rule and this conference report. Until 
someone makes President Bush and the 
Republicans stop ruining the economy, 
they will keep raiding ordinary tax-
payers to pay for more tax breaks for 
the wealthiest of the wealthy. This is 
just wrong, Mr. Speaker. You know it 
and I know it.

Mr. Speaker, I reserve the balance of 
my time. 

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, my memory serves that 
at the time, had we not done the tax 
cuts that we passed in 2001, we might 

have been in a deeper recession, a slow-
er economy. And, quite frankly, that 
was part of the stimulus that has 
moved us to a shallow recession. In 
moving forward with this tonight, my 
hope is the economic stimulus will con-
tinue to advance. 

Quite frankly, I think the Republican 
agenda, led by our President, has done 
the job, and I am hoping that we can 
continue moving on that agenda. I will 
be happy to take that record to the 
voters of this land and let them make 
a decision. 

Mr. Speaker, I yield such time as he 
may consume to the gentleman from 
California (Mr. DREIER), the distin-
guished chairman of the Committee on 
Rules. 

Mr. DREIER. Mr. Speaker, I rise in 
strong support of this rule, and I rise to 
say that this has been a great day for 
us. We have been able to pass out, in a 
bipartisan way, with an overwhelming 
vote, a spectacular defense authoriza-
tion bill. We have been able to deal 
with one of the most pressing needs out 
there by extending unemployment ben-
efits to those who are really hurting. 
And now we are dealing with what 
truly is the number one priority for us 
economically, and that is we are going 
to be putting into place a measure 
which is designed to create jobs and in-
crease economic growth in this coun-
try. 

I am looking at the clock. It is now 
6 minutes before 11 p.m. Now, I know 
my friend from Texas has described 
this as the dead of night. But I have to 
say that it is 6 minutes before 8 p.m. in 
California, and I suspect that there 
may even be a broader audience fol-
lowing the debate at this hour across 
the Nation than there might be at noon 
following a debate that takes place 
here in the House of Representatives. 

I also have to say that I know there 
are Members on both sides of the aisle 
who are anxious for us to complete our 
work and get this done so that we can 
create jobs for the American people, 
which is what this measure is going to 
do. 

Now, I am very proud to be a Repub-
lican, and by virtue of being a Repub-
lican, I was born to cut taxes. And I am 
proud, I am proud of the fact that we 
are putting this measure into place. 
The ‘‘Leave No Millionaires Behind 
Act’’ was a great line that I heard. I 
thought that was very creative. But if 
we are using it on the model of ‘‘No 
Child Left Behind,’’ I guess it should be 
broadly bipartisan. And, frankly, this 
is a measure which cuts taxes for vir-
tually everyone who pays taxes. 

Mr. SANDERS. Mr. Speaker, will the 
gentleman yield? 

Mr. DREIER. I yield to the gen-
tleman from Vermont.

Mr. SANDERS. Mr. Speaker, my 
friend says it cuts taxes for almost ev-
erybody. The last tax proposal the gen-
tleman brought up here gave as much 
in tax breaks to the richest one-tenth 
of 1 percent, those people who are mil-
lionaires, as to the bottom 89 percent 
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of the people. Does my friend think 
that is fair? 

Mr. DREIER. Reclaiming my time, 
Mr. Speaker, I thank my friend for his 
question. And what I will say is that, 
frankly, as we look at the numbers, 1 
percent of the American people provide 
37 percent of the tax revenues that are 
paid in this country, and 5 percent of 
the American taxpayers provide over 52 
percent of the tax revenues. 

But what I wanted to say, Mr. Speak-
er, and I will say it again, is that this 
measure will cut taxes for virtually 
every American who pays taxes. And I 
am so excited about the fact that it 
cuts taxes not only for those job cre-
ators by dramatically increasing ex-
pensing for small businesses, by bring-
ing about the kind of increased depre-
ciation which is very important and 
necessary, but also I am enthused 
about cutting the top rate on the cap-
ital gains tax. 

I am very privileged to have worked 
for years and years and years here. In 
fact, I have a bipartisan bicameral 
Zero Capital Gains Tax Caucus. And 
guess what? This measure creates a 
zero capital gains, and not for those 
who are in the highest income tax 
brackets, not for those who are out 
there creating huge numbers of jobs, 
but this measure will, in the year 2008, 
establish a zero capital gains tax rate 
for whom? For those who are in the 10 
percent tax bracket and those who are 
in the 15 percent tax bracket. And, Mr. 
Speaker, it also provides a zero tax in 
the year 2008 for those who have divi-
dend income. And there are many 
Americans who fall in that category. 

So we are achieving, with passage of 
this measure, a zero capital gains rate 
for those who are at the lowest end of 
the economic spectrum. And, yes, we 
are, in fact, cutting it for those in the 
higher end as well. We are cutting it 
from 20 percent to 15 percent. 

We also know, as we look at the 
broad cross-section of the American 
people who are going to be benefitted 
by this expanding and making perma-
nent the marriage tax penalty, that 
that relief is very, very important. 
Also expanding the child credit up to 
$1,000, another very important provi-
sion, will be helpful to middle-income 
wage earners in this country. So while 
I hear this measure described by my 
friend from Texas as only benefiting 
millionaires, that is an absolutely pre-
posterous description of this very im-
portant legislation. 

I also have to say, Mr. Speaker, that 
I am very proud of the fact that we 
have stepped forward, acknowledging 
that there are real challenges that our 
States are facing. My State of Cali-
fornia has, tragically, a $38.2 billion 
deficit. And what is it that we do in 
this measure? We step up to the plate 
and provide $20 billion in assistance for 
those States that have come to us and 
talked about the very important needs 
that they face. 

So, Mr. Speaker, I am convinced that 
we have done the right thing. We are 

going to lay the groundwork to provide 
a tax-defined effort to create jobs and 
growth in this country. This measure 
deserves strong bipartisan support. The 
President of the United States stood 
here at the Capitol this morning and 
said he looks forward to signing this 
bill. 

While it is not exactly what we want-
ed from the beginning, we have said 
that we are excited about the fact that 
the argument has been over what the 
size of the tax cut will be, because we 
know that when our friends on the 
other side of the aisle were in the ma-
jority the debate was so often over 
what the size of the tax increase would 
be.

b 2300 

Mr. Speaker, we have all heard the 
lines about the desire to keep these 
dollars in the pockets of the American 
people because they have earned them. 
We all know that is the case; but we 
also have to realize that these pro-
posals which have come forward from 
the other side of the aisle to increase 
taxes, which is the proposal that we 
had last week that came from that 
side, would do nothing to create jobs 
and encourage economic growth. 

In fact, as my friend from New York 
has so eloquently said, it would have 
exacerbated the economic challenges 
that we face. The downturn began in 
the last two quarters of the year 2000. 
That was before President Bush was 
elected President of the United States. 
Since that time this Nation has faced 
all three of the factors that the Presi-
dent outlined in his campaign that in-
dicated that he possibly would have to 
lead into deficit spending: war, reces-
sion, national emergency. 

No one needs to have September 11 
redefined for them. We all lived 
through that right here in the Capitol; 
and tragically, many of us lost friends 
on that day. We also have just gone 
through a war liberating the people of 
Iraq, and we know it has been very 
costly. 

We also know, as we have looked at 
this deficit, the real problem is the fact 
that we have seen a slow economy. 
How is it that we are going to generate 
the revenues to deal with these very 
important priorities that we have? It is 
to generate a flow of revenues that we 
need. 

Mr. FORD. Mr. Speaker, will the gen-
tleman yield? 

Mr. DREIER. I yield to the gen-
tleman from Tennessee. 

Mr. FORD. Mr. Speaker, I am just cu-
rious as a Member of the body and as a 
voter, when does it become President 
Bush’s economy? You said this started 
back with Bill Clinton. 

Mr. DREIER. That is a very good 
question. I think what I have basically 
said was this downturn began in the 
last two quarters of 2000. I did not say 
whose economy this is or is not. I 
would say we are all in this together as 
the American people. We all together 
stood outside the Capitol as Members 

of Congress following the tragedy of 
September 11. We all have been faced 
with the war with Iraq, and we have all 
been faced with a downturn that began 
in the last two quarters of 2000, and we 
are struggling to emerge. We are strug-
gling to get this economy back on 
track. 

That is why the measure that we 
passed in 2001 which the gentleman 
from New York (Mr. REYNOLDS) was 
talking about did play a role in miti-
gating the economic downturn. Vir-
tually every economist indicated had 
we not passed that measure, the prob-
lems would have been worse than they 
are today. I believe that passage of this 
measure will go a long way towards 
creating the kind of revenue flow that 
we need. As I was saying, every single 
time we have cut the top rate on cap-
ital gains, we have seen an increase in 
the flow of revenues to the Federal 
Treasury. 

We saw it when John F. Kennedy did 
it and when Ronald Reagan did it. We 
doubled the flow of revenues to the 
Treasury during the 1980s when Ronald 
Reagan brought about that reduction. 
In fact, we saw a 500 percent increase 
in the flow of revenues when the top 
rate on capital gains was reduced from 
28 to 20 percent in 1981. 

Unfortunately, in the 1986 tax bill, we 
saw that rate go back up. That 500 per-
cent increase in the flow of revenues 
that came by unleashing that potential 
that was there, unfortunately we saw a 
diminution of it once we increased that 
rate. 

Mr. Speaker, I am convinced that we 
are going to observe a dramatic in-
crease in the flow of revenues to the 
Federal Treasury once we put into 
place this measure that cuts for most 
Americans the rate from 20 to 15 per-
cent, and for those in the 10 to 15 per-
cent bracket, reduces it to a great big 
zero. 

When I think about those at the 
lower end of the spectrum, I think 
about those individuals who are start-
ing their businesses, maybe have a 
home that has appreciated, they want 
to be able to have the chance to create 
jobs and get onto that first rung of the 
economic ladder. 

This measure is designed to create 
the opportunity for people to do just 
that. This is a very good start. It is a 
good piece of legislation. I am very 
proud of the work that has been done 
by the gentleman from California (Mr. 
THOMAS) and the Committee on Ways 
and Means, our colleagues in the other 
body, and of course President Bush in 
providing stellar leadership for this, as 
well as Speaker HASTERT who has con-
stantly pushed in the direction of try-
ing to reduce that burden.

Mr. FROST. Mr. Speaker, I yield my-
self such time as I may consume. 

Mr. Speaker, I have been listening to 
the gentleman from California (Mr. 
DREIER), who has a very interesting de-
scription of the bill. 

I have a table here, table 5.1, ‘‘Con-
ference Agreement on Jobs and Growth 
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Tax Relief Reconciliation Act of 2003.’’ 
This table has some very interesting 
information in it. An American who 
makes a million dollars or more would 
get $93,530 of tax cuts on the average. If 
you make between $20,000 and $30,000 a 
year, you get $15 a month. If you make 
between $30,000 and $40,000 a year, you 
get a little bit less than $30 a month. 
Let me just comment, the gentleman is 
trying to say this is a wonderful thing 
for people in the lower income brack-
ets. 

I suggest to Members that the great 
spread here of $93,530 for the million-
aires and $15 a month for the fellow or 
woman making between $20,000 and 
$30,000 and less than $30 for the family 
of between $30,000 and $40,000, I am not 
sure what the gentleman is trying to 
say here. 

Mr. DREIER. Mr. Speaker, will the 
gentleman yield? 

Mr. FROST. I yield to the gentleman 
from California. 

Mr. DREIER. Mr. Speaker, I would 
like to ask my friend, does he propose 
that that American who is earning be-
tween $20,000 and $40,000 a year, does he 
propose that they receive a $93,000 tax 
cut? Is that what the gentleman is pro-
posing? 

Mr. FROST. Reclaiming my time, I 
am just proposing that we not try and 
tell them they are getting a really 
good deal here, that they are getting a 
really big tax cut, because the people 
who are getting the really big tax cut 
are the folks who are the millionaires, 
and the average folks out there are just 
getting a little bit. 

Mr. Speaker, I yield 3 minutes to the 
gentleman from Florida (Mr. 
HASTINGS). 

(Mr. HASTINGS of Florida asked and 
was given permission to revise and ex-
tend his remarks.) 

Mr. HASTINGS of Florida. Mr. 
Speaker, I would like to say to the dis-
tinguished chairman that last quarter 
that he talked about in 2000, the tax 
measure had not been passed at that 
time, actually did not pass until June 
of 2001. 

I would also like to say to the chair-
man who said that he is proud to be a 
Republican, he was born to cut taxes, 
the gentleman from California (Mr. 
DREIER) said. Well, I am proud to be a 
Democrat, and I was born to help those 
who cannot help themselves. 

When we talk about people who pay 
taxes receiving benefits, there are peo-
ple in this country who want to pay 
taxes, but cannot get a job. 

Mr. Speaker, do my colleagues real-
ize that this body will spend a meager 
2 hours debating this tax cut? That is 
the House will dish out more than $2.4 
billion to America’s wealthiest for 
every minute it has debated this irre-
sponsible proposal. Let me repeat my-
self for those who did not hear me the 
first time: $2.4 billion per minute of de-
bate. 

Mark Twain said there are two 
things you should never watch being 
made: sausage and legislation. The de-

velopment of the Republican tax cut 
plan exemplifies the similarities be-
tween the nastiness and ramdomness of 
sausage-making and law-making. 
Those on the other side of the aisle 
have dismembered competing packages 
into a speculative $318 billion collage. 
The tax cut conference report is incom-
prehensible, politically motivated, and 
fiscally irresponsible. Outside of these 
hallowed halls is a visitors’ center that 
is being built. Right now it is a big old 
hole, and what the Republicans are 
proposing is a $1 trillion hole that is a 
great metaphor for that big old hole 
right outside. 

This ugly tax sausage is the product 
of the President and the Republican 
majority’s troubling tax cut fixation. 
The tax cut conference report is a col-
lection of various misplaced, gruesome, 
and dishonest provisions. The Franken-
stein result is an offensive tax proposal 
with no legs to stand on, no eyes to see 
beyond the present, no voice of truth, 
and no heart with compassion for 
America’s neediest. 

For President Bush and the Repub-
lican majority, tax cuts are a one-size-
fits-all solution. Last year’s obese, ob-
tuse, and downright obnoxious tax cut 
was, according to the majority, correct 
for the then-existing surplus. 

This year while the economy is ail-
ing, the President, House majority, and 
Senate majority all have professed that 
their own version of a tax cut plan will 
solve the current economic problems. 
Now we are being asked to subscribe to 
the untruthful claim that this fifth tax 
cut version more mangled and dis-
torted with gimmicks than the pre-
vious four, will restart the economy. I 
ask that Members do not support this 
rule and underlying principle of the 
bigger the wallet, the bigger the ben-
efit.

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, we are getting to the 
heart of it. The heart of it is that the 
left is filing in here to talk about we 
need bigger government and more 
spending. We need more of that central 
Federal Government. 

And the debate will happen after this 
rule is passed of those who want to see 
a tax cut, those who want to put that 
money back in the American people’s 
pocket. And then we will begin to look 
at some of the facts in this debate. 

Mr. Speaker, a married couple with 
two children, an income of $40,000 will 
see their taxes decline under the Jobs 
and Growth Tax Relief Act of $1,133 in 
2003. That is a decline of 96 percent. 

In 2003, 91 million taxpayers will re-
ceive on average a tax cut of $1,126 
under the Jobs and Growth Act of 2003. 
And 68 million women will see their 
taxes decline on average by $1,338; 45 
million married couples will receive an 
average tax cut of $1,786; 34 million 
families with children will benefit from 
an average tax cut of $1,549; 6 million 
single women with children will re-
ceive an average tax cut of $558; 12 mil-
lion elderly taxpayers will receive an 

average tax cut of $1,401; 23 million 
small business owners will receive tax 
cuts averaging $2,209; 3 million individ-
uals and families will have their in-
come tax liability completely elimi-
nated by this act. 

I will repeat that again. Mr. Speaker, 
3 million individuals and families will 
have their income tax liability com-
pletely eliminated by this act. Half of 
the tax relief package in 2003 is di-
rected to the child tax credit, expand-
ing a 10 percent bracket eliminating 
the marriage penalty, accelerating the 
marginal rate cuts, and ensuring that 
middle-class families do not face AMT. 
Ten million seniors will receive some 
type of dividend income, will be able to 
make their golden years more secure 
by keeping more of what their dividend 
income is. 

When I have this vote cast for this 
rule and then when I vote on the under-
lying legislation, I am happy to take 
those facts back to my district and 
stand before my constituents. Do 
Americans want more Federal Govern-
ment and bureaucrats creating pro-
grams, or do they want that money in 
their pocket for them to make that de-
cision? 

Mr. SANDERS. Mr. Speaker, will the 
gentleman yield? 

Mr. REYNOLDS. I yield to the gen-
tleman from Vermont.

b 2315 
Mr. SANDERS. I thank my friend for 

yielding. I appreciate that. 
Mr. REYNOLDS. For a point of a 

question. 
Mr. SANDERS. Here is my question. 

The Wall Street Journal poll today 
showed massive opposition to this tax 
proposal and that more than half of the 
American people, 55 percent, said they 
would prefer the government to spend 
more money on health care coverage. 
The people want health care. They 
want Social Security. 

Can my friend respond to that? 
Mr. REYNOLDS. Mr. Speaker, I also 

saw a poll that says that the American 
people want a tax cut. And, quite 
frankly, as the President traveled the 
country in the week that we were on 
recess, he raised the polling numbers 
for that tax cut by 10 percent. 

Mr. SANDERS. But he is still losing. 
The polls are very clear. The people 
want health care and Social Security. 

Mr. FROST. Mr. Speaker, I yield my-
self 30 seconds. 

I have been listening to the gen-
tleman from New York and, of course, 
he offers a false choice. He says, do you 
want tax cuts or do you want bigger 
government? The people that I talk to 
do not want a government that puts 
them in debt. They do not want their 
children and grandchildren to be pay-
ing, having to bail out the country for 
this tax cut that is being passed this 
year because of the size of the debt 
that this is causing. No, they do not 
necessarily want bigger government, 
but they do not want that debt hanging 
over their children and grandchildren 
for several generations. 
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Mr. Speaker, I yield 4 minutes to the 

gentleman from South Carolina (Mr. 
SPRATT). 

Mr. SPRATT. Mr. Speaker, I have to 
wonder if our good friend from New 
York, when he tells his constituents 
about their benefits, will tell them 
that the child tax credit will expire in 
2004, that the 10 percent bracket expan-
sion will expire in 2004, that the AMT 
exemption and that the marriage pen-
alty negation provision will expire in a 
year. We give with one hand and take 
away almost immediately with the 
next. The sun rises and the sun sets. 

Let me dispel, first of all, one myth 
about this tax bill, the myth that the 
President is putting out that this is an 
itty-bitty tax bill. $350 billion by itself 
would not be itty-bitty, particularly 
when you have a deficit as we do. But 
this is not a $350 billion tax bill. If you 
assume, as we must, that these sunsets 
are a sham, and why should we not, be-
cause the architects of this bill are all 
saying, they will be extended, we just 
put them in there to shoehorn this 
thing into the budget. If you assume 
that, then this is what this total tax 
cut will be, not $350 billion but, in the 
next 10 years, $1 trillion. That is the 
result. And since the budget is now in 
deficit, all of this amount, all $1 tril-
lion, will go to the bottom line and will 
swell the deficit. That means we will 
have a deficit this year, a record deficit 
of $425 billion and the deficit will hover 
in that range, ratcheted at that range, 
of 3 to $400 billion for as far out as we 
forecast. 

But we do not stop here. Because Re-
publicans have told us, proudly, that 

they are going to make tax cuts an an-
nual event. If you look in their budget, 
you will see there are more 
unreconciled tax cuts still on the back 
burner yet to be brought forward. If 
you look in the President’s budget, you 
will see that there are a lot of tax cuts 
left on the cutting room floor waiting 
there for next round. 

Here are three known tax cuts that 
are yet to come off the agenda. 

First of all, we all know the tax cuts 
passed in 2001 have to be made perma-
nent, will be made permanent by the 
majority if it stays the majority in 
this House. That will cost 6 to $650 bil-
lion in revenues. 

Second, there is another 2 to $300 bil-
lion of various tax cuts lying on the 
cutting room floor waiting for the next 
round. 

Third, there is the alternative min-
imum tax. We all know that politically 
it has to be fixed in the next 10 years or 
else 25 million Americans are going to 
pay much higher taxes than they now 
pay. They will pay the alternative min-
imum tax. The cost of fixing it is rea-
sonably 650 to $680 billion. 

If you add all of these tax cuts to-
gether and make a few modest adjust-
ments for the likely cost of defense and 
homeland security and Medicare/pre-
scription drugs, here are the results. I 
have got a piece of paper. I am going to 
leave it here on the desk. We have cal-
culated them on this sheet of paper. If 
anybody takes exception with them, 
come down here and refute it. 

Here are the results per our reck-
oning of what is going to happen to the 
budget. 

First, from 2004 until 2013, deficits 
will total, get this, deficits will total 
$3.959 trillion. Without Social Security, 
deficits will total $6.527 trillion. Debt 
held by the public will increase from 
$3.5 trillion to $7.9 trillion. Total statu-
tory debt will go up to $14 trillion. 

You can overlook and dispute a lot of 
these facts, but there are two facts you 
cannot dispute. They will not go away. 

First of all, 77 million baby boomers 
are marching to their retirement, and 
they are going to double the number of 
beneficiaries on Social Security and 
Medicare, and those programs will not 
sustain their benefits in their current 
situation. 

Secondly, what you sow, our children 
and their children are going to reap. 
They will have to support the under-
funded Social Security program, the 
underfunded Medicare program, and 
they will have to bear the burden of $14 
trillion in statutory debt that you are 
incurring as you move down this path 
tonight. That is the course you choose. 
That is the moral decision you make 
tonight if you vote for these tax cuts. 

If you do it in the name of creating 
jobs, I do not think this is going to cre-
ate that many jobs, with one excep-
tion, I will grant you. It is going to 
create a lot of jobs for tax lawyers and 
accountants. This bill will be a bo-
nanza for those who specialize in tax 
avoidance; and the real cost, believe 
me, is going to be beyond calculation. 

Mr. Speaker, I include the following 
for the RECORD:
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Mr. REYNOLDS. Mr. Speaker, I yield 

myself such time as I may consume. 
I stated a number of facts of how 

many millions of Americans benefit 
from this plan. I realize it was my 
party that started the graphs and 
bringing those very scientific presen-
tations before us. I respect listening to 
the gentleman as he brought some of 
those today, but there are two impor-
tant messages that I know I have been 
taught and trained by my constituents 
when I go home each week that is 
drilled into my graph of my mind and 
my views here. 

One is: Keep and create jobs. That is 
what this bill does. 

The other is: Tax cut now. That is 
what we are going to have the oppor-
tunity to vote on. 

There is going to be a great debate 
after this rule on the Thomas tax bill 
that he will present, but the reality is, 
at the end of the day, we are going to 
pass that legislation and we are going 
to help people go back to work. 

We have also done some important 
things with the unemployment insur-
ance today. We are moving forward. It 
is a good Bush agenda. It is an agenda 
that the American people want, and 
they are going to have it. 

Mr. Speaker, I reserve the balance of 
my time. 

Mr. FROST. Mr. Speaker, I yield 3 
minutes to the gentleman from 
Vermont (Mr. SANDERS). 

Mr. SANDERS. I thank my friend for 
yielding me this time. 

Mr. Speaker, this bill is a fraud. It 
will do devastating harm to this coun-
try. It is an embarrassment that the 
Republican leadership brings it up, and 
it should be defeated. 

Mr. Speaker, point number one. This 
bill is grossly unfair. My Republican 
friends, it is not the millionaires and 
billionaires who are struggling. It is 
the middle class. It is working families 
who are struggling. Yet your bill gives 
$93,000 a year in tax breaks to the mil-
lionaires, but 36 percent of the Amer-
ican people get nothing, and 53 percent 
of the households would receive a tax 
cut of under $100. So the people who 
need the help get nothing; the million-
aires get the lion’s share. 

Number two. When you give hundreds 
of billions of dollars in tax breaks, you 
endanger the middle class. This will 
lead to drastic cutbacks in education, 
in Medicare, in Medicaid, in Head 
Start, in the programs that working 
families depend upon. Shame. Cutting 
back on education and Head Start to 
give tax breaks to billionaires. 

Number three. What a legacy to leave 
to our children and grandchildren. The 
national debt now is almost $6 trillion, 
huge debt payments every single year. 
Your tax breaks for the rich will drive 
the national debt up by several trillion 
dollars. What a gift to give to our 
grandchildren. 

Fourth point. You talk about cre-
ating jobs. That is what you told us 2 
years ago when you brought forth your 
tax breaks for the rich. You told Amer-

ica it was going to create jobs. In the 
last 2 years, we have lost 2 million jobs 
after your tax breaks for the rich. This 
proposal will do nothing more. If you 
want to create decent-paying jobs, 
build affordable housing. Protect work-
ers right now who will lose their jobs 
at the State and city levels. Tax breaks 
for the rich do not create jobs. 

Lastly, and maybe most importantly, 
the American people are seeing 
through this fraud. The Wall Street 
Journal/NBC poll says today nearly 
two-thirds, 64 percent, of the people 
who were polled said there were better 
ways to boost the economy than tax 
cuts. Only 29 percent said tax cuts were 
the answer. These guys say, big govern-
ment, terrible, terrible. 

What you are really saying is you do 
not want the elderly to have prescrip-
tion drugs. You do not want the kids to 
have an education. That is what you 
mean when you rant and rave against 
the government. 

But here is what the people say. 
Fifty-five percent said they would pre-
fer the government to spend more 
money on providing health care cov-
erage, compared to 36 percent who said 
no. 

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

This is not a new debate for me. I 
came from the New York legislature. I 
listened to liberals every day tell me 
how government was going to solve all 
of New Yorkers’ problems. I will not go 
through all those facts of the millions 
and millions of Americans that benefit 
from this bill as I cited earlier, but I 
want to remind my colleagues of one 
simple fact: A married couple with two 
children and an income of $40,000 will 
see their taxes decline under the Jobs 
and Growth Tax Relief Reconciliation 
Act of 2003 by $1,133 in 2003. It is a de-
cline of 96 percent. 

Mr. Speaker, I reserve the balance of 
my time.

Mr. FROST. Mr. Speaker, I yield my-
self 15 seconds. 

The gentleman makes a very inter-
esting point. Of course, that is sunset 
almost immediately. They may get 
that for a year or two, and then it is 
sunset. 

Mr. REYNOLDS. Will the gentleman 
yield? 

Mr. FROST. I do not have enough 
time, but I just observed that the gen-
tleman says, oh, we are going to do 
this thousand dollars, but they take it 
away in the next year or two. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from Washington (Mr. 
MCDERMOTT). 

(Mr. MCDERMOTT asked and was 
given permission to revise and extend 
his remarks.) 

Mr. MCDERMOTT. Well, Mr. Speak-
er, here we are back at the rubber-
stamp Congress. Bring the bill out, 
rubber-stamp it and go on home. The 
American people have to understand, 
these guys are bringing out $1 trillion 
worth of tax cuts and say that you are 
going to get 1 million jobs out of that. 

That is $1 million for every job you are 
going to get. The bill was dropped on 
the desk out here at 9:20. So we have 
had just about 2 hours to look at how 
they are spending $1 trillion. 

The gentleman from New York 
stands up here and very confidently 
says, da-da-da-da, we’re going to get a 
thousand for this and a thousand for 
that and all this kind of stuff. Not a 
soul on this floor knows whether that 
is right or wrong. Nobody has had any 
time to look at this bill. You do not 
want anybody to have any time to look 
at this bill, because if they did they 
would find out just how fraudulent it 
is. 

The theory behind it, that is, give 
the money to the rich and they will go 
out and invest. The people at the bot-
tom buy most of the stuff that the peo-
ple at the top make. If the people at 
the bottom have no money and no job, 
you could have given a payroll tax hol-
iday and given the money to the people 
on the bottom. They would spend every 
nickel of it. 

But no. You are going to give it to 
the top, and then you are going to 
pray, please, Lord, have them invest 
and create a new job for some poor per-
son in my district. The million that 
you left on the table in the last bill, in 
the bill on unemployment insurance, 
when you would not take care of the 
people who were unemployed, you 
would not give them any money there, 
you would not give them any money 
with a tax break, you are going to give 
them $325 if they make 30,000 bucks. 
That is a fraud. It will not work, and 
the American people know it. That is 
why the Wall Street poll looks the way 
it looks. You try to fool them. You can 
fool them once in a while, but after a 
while it really does not work. 

Mr. FROST. Mr. Speaker, I yield 1 
minute to the gentleman from Wash-
ington (Mr. INSLEE). 

(Mr. INSLEE asked and was given 
permission to revise and extend his re-
marks.) 

Mr. INSLEE. Mr. Speaker, history is 
a harsh judge. In years to come, our 
children will be called to judge what 
happened here tonight, May 22, 2003. 
When they learn that you have put $1 
trillion of debt on their young children, 
something they do not understand to-
night, their first instinct will be to for-
give you. That will be their first in-
stinct. But they will not forgive you 
for putting $1 trillion on our children’s 
backs because that is unforgivable.

b 2330 

It is unforgivable on a moral basis. 
This is not an economic issue. These 
children are going to be dug into a hole 
deeper than the hole out in front of the 
Capitol. It is unforgivable because they 
know you are handing out crumbs as 
you deliver your tax breaks to the 
wealthy. It is unforgivable, and our 
children are forgiving people, but this 
they will not forgive. 

Mr. REYNOLDS. Mr. Speaker, I yield 
11⁄2 minutes to the gentleman from 
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Kentucky (Mr. FLETCHER), my good 
friend and classmate. 

Mr. FLETCHER. Mr. Speaker, I 
thank the gentleman from New York 
(Mr. REYNOLDS) for yielding me this 
time. 

Mr. Speaker, when we look at this 
bill and I think about the people back 
in Kentucky and what they want, I 
think of three things particularly they 
want: One, they want jobs; two, they 
want healthcare; and, three, they want 
education. 

The people on the other side believe 
that they can hand out all of those 
things through government. But let me 
tell the Members what this bill does. 
This bill provides the resources for 
those individuals to make sure that 
they can get a job, to make sure there 
is a job available. Ninety-seven percent 
of the educational dollars come from 
the State revenue. The way we provide 
increased funding for education is to 
create more jobs, more revenue by hav-
ing more jobs in the State. The way we 
create healthcare is to provide more 
jobs in employer-based healthcare. 

We have also provided $20 billion for 
the States. States are facing some dif-
ficult times, and this bill addresses 
that. It addresses the Medicaid problem 
which we have in Kentucky. This ad-
dresses the problem of other revenue 
shortages we have. 

They are still following the old 
mantra, and that is that we can spend 
ourselves into prosperity. These 
Keynesian economics have proven to 
fail. I remember when I was in the 
military when President Carter was in 
office. We had a terrible problem of 
funding the Department of Defense, 
and I remember when Ronald Reagan 
came in and instituted some of the 
principles that JFK had which was re-
ducing capital gains. We saw prosperity 
then. We were able to provide jobs, edu-
cation and defense money. 

Pass this rule and this bill. 
Mr. FROST. Mr. Speaker, may I in-

quire about the time remaining? 
The SPEAKER pro tempore (Mr. 

LAHOOD). The gentleman from Texas 
(Mr. FROST) has 73⁄4 minutes, and the 
gentleman from New York (Mr. REY-
NOLDS) has 51⁄2 minutes. 

Mr. FROST. Mr. Speaker, I yield 2 
minutes to the gentleman from Texas 
(Mr. EDWARDS). 

Mr. EDWARDS. Mr. Speaker, since 
when did creating the largest deficit in 
American history become a conserv-
ative value? The same House leadership 
that has led us in just 2 years from the 
largest surplus in American history to 
the largest deficit in American history 
now proudly digs that hole deeper to-
night. 

The dirty little secret of that bill is 
that every single dollar of this tax cut 
is paid by borrowing, borrowing from 
our children’s future rather than in-
vesting in it, borrowing from the So-
cial Security Trust Fund rather than 
strengthening it. 

This is a growth bill all right. It will 
grow our national debt by trillions. It 

will grow taxes for future generations 
who will have to pay interest costs on 
that new huge debt. It will grow the 
cost of doing business for our family 
businesses and farmers, for buying a 
home or a car when interest rates are 
pushed up by your historic deficits. If 
our values in Congress are reflected by 
our priorities, what does it say when 
the Republicans on the House Com-
mittee on the Budget voted just 2 
months ago to cut veterans’ benefits by 
$28 billion, Medicare by $262 billion, 
and Medicaid for poor children by $110 
billion? Whoops, tonight they say we 
can afford a $350 billion tax cut. Is that 
what compassionate conservatism is 
all about? 

In a few hours I will go to sleep 
knowing that Republican campaign 
operatives are already happily pre-
paring their attack press releases for 
those of us who will oppose this irre-
sponsible bill, but, quite frankly, I 
really do not care. Because when my 5- 
and 7-year-old sons wake up in the 
morning, I can look them in the eyes 
knowing that I did not vote tonight to 
mortgage their futures. 

Congress did it in 1981, and it re-
peated the mistake in 2001. Tonight, 
our Republican leaders once again 
make the mistake by offering the false 
promise of huge increases in defense 
spending, balanced budgets, and mas-
sive tax cuts. It did not work then. It 
is bad policy now. This is a bad bill for 
our children and their future. 

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

I cannot speak for the gentleman’s 
constituency as a whole, but I know 
there is one constituent down there 
who wants a tax cut.

Mr. Speaker, I reserve the balance of 
my time. 

Mr. FROST. Mr. Speaker, I yield my-
self 15 seconds. 

Is the gentleman talking about the 
multimillionaire who lives in 
Crawford, Texas? I think that is who he 
was talking about. I do recall that the 
net worth of the resident in Crawford, 
Texas, is somewhere around $15 to $20 
million. 

Mr. Speaker, I yield 1 minute to the 
gentleman from Tennessee (Mr. TAN-
NER). 

Mr. TANNER. Mr. Speaker, it is not 
easy to oppose a tax cut if one holds 
public office. It does not take a lot of 
courage to vote for a tax cut. That is 
something that everybody who seeks 
public office likes to do, and it is no 
fun to oppose a tax cut. But who in the 
world do you all think is going to pay 
for the ships that are in the Persian 
Gulf tonight? Who is going to pay for 
veterans’ benefits for people who come 
back with one leg or one arm off? Who 
is going to pay to educate the children? 

We have a $6.4 trillion deficit. You 
are raising the debt of this country $980 
billion. You borrowed every dime for 
the Persian Gulf War, and nobody 
wants to pay for anything. 

It is not easy to oppose a tax cut. But 
I will say one thing. It does not take a 

whole lot of courage to vote for it be-
cause you can go home and get patted 
on the back tonight. But we are 
digging a hole that is going to haunt 
this country this terms of future inter-
est payments. 

Who is going to pay the bill? All 
these young people around here, they 
are the ones that are getting the bill 
because they are going to pay interest 
on every dime that is in this bill to-
night. 

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

We are nearing the end of our hour 
debate on the rule, and we have heard 
a number of different viewpoints. But I 
want to remind the colleagues as they 
look at the rule that gives us an oppor-
tunity to move forward on a tax cut 
and also a $20 billion stimulus to our 
States and localities. The child credit 
increases our child credit to $1,000 for 
2003 and 2004. Families will receive a 
child credit check this year for up to 
$400 per child. It accelerates the expan-
sion of the 10 percent bracket for 2003. 
The marriage penalty relief begins in 
2003, individual rate cuts where we ac-
celerate the 2006 individual rate cuts 
scheduled to 2003. The individual in-
crease of AMT exemptions where that 
will be increased by an amount of $4,500 
for single persons and $9,000 for joint 
filers. 

But I look at jobs and small busi-
nesses. I have come up through the 
elected route of legislative bodies from 
county to county to State, our Federal 
Government. All of my working adult 
life I have been a small businessman. 
When I go back home to those Cham-
bers of Commerce and, yes, it will not 
be Waco, Texas, or Crawford, Texas. It 
is going to be Clarence, New York, or 
Amherst or Batavia, Greece. I am 
going to talk about the fact that in 
small business that they have the op-
portunity to expense at $100,000 versus 
$25,000. Not because I thought so, but 
because they told me, as small busi-
nessmen and women, that is what they 
needed. That is what they needed to 
first retain their jobs, that is what 
they needed to grow jobs. 

And, by gosh, the Congress heard 
them, the President heard them, and 
there is a new law of the land that this 
Congress will enact tonight. That 
small business expensing increases the 
amount that they can expense from 
$25,000 to $100,000. 

Some of you are going to go home to 
the Chambers of Commerce, and I hope, 
as they get a chance to look at that, 
you can answer the question: ‘‘You are 
right. I have heard your call across the 
America, and I am going to do that 
$100,000 expensing in the vote I cast 
here tonight.’’

And in dividends and capital gains, I 
hear all this class warfare on the rich. 
Where I come from and in that real es-
tate business I owned for 25 years, I 
knew a lot of working men and women 
that built a little capital gains in that 
second property they owned or the dou-
ble that they rented out up the street, 
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and they just want an opportunity to 
have that money come back to them 
versus the government gobbling it up 
for more government programs to give 
you a solution of how to spend the 
money versus sending it back to the 
American people. 

This debate is, as we pass the rule 
and moving on to the debate, we will 
hear a lot from the left. We will hear a 
lot from those who cast that 1993 vote 
to have the largest tax increase in 
America’s history defend it then and 
then defend it tonight. But, Mr. Speak-
er, I do not care how we cut it. The 
American people want to create jobs 
and jobs growth, and they know tax 
cuts are the route to get there.

Mr. Speaker, I reserve the balance of 
my time. 

Mr. FROST. Mr. Speaker, I yield 1 
minute to the gentleman from Texas 
(Mr. STENHOLM). 

Mr. STENHOLM. Mr. Speaker, I yield 
to the gentleman from New York to an-
swer a question. 

Is or is not the $350 billion tax cut 
that you have raved about all night 
going to be paid for by borrowed 
money? Yes or no? 

Mr. REYNOLDS. Mr. Speaker, we are 
going to pay for it by giving it back to 
the American people. Will there be 
deficits? There are deficits. 

Mr. STENHOLM. Mr. Speaker, re-
claiming my time, I have heard that 
rhetoric all night. That dog will not 
hunt. That is borrowed money. Right 
now you are asking the Senate to ap-
prove a $984 billion debt ceiling in-
crease. This tax cut tonight is paid for 
by borrowed money, and if you say you 
are going to grow your way out of it, 
why do your own economists, why does 
your own budget, why does your own 
rhetoric behind your words tonight not 
back up what you say?

b 2345 

What you are reading to us time and 
time again is not factual. It is bor-
rowed money. We are increasing the 
debt. Since you have taken over this 
House, you have increased our Nation’s 
debt by 54 percent. You will increase it 
by 167 percent by 2013, following the 
game plan you are talking about to-
night. 

Mr. REYNOLDS. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, I believed when I voted 
for a $726 billion tax decrease, for tax 
cuts, that we would have moved our 
economy even faster. I believed it when 
I did $550 billion. I am supporting $350 
billion with the other things we are 
doing today for an economic stimulus 
package because I believe it will create 
jobs, and those jobs and earning power 
will more than keep our country run-
ning, if we do not let the big spenders 
in Congress spend our money. 

Mr. FROST. Mr. Speaker, I yield 2 
minutes to the gentleman from Cali-
fornia (Mr. SHERMAN). 

(Mr. SHERMAN asked and was given 
permission to revise and extend his re-
marks.)

Mr. SHERMAN. Mr. Speaker, this 
job-killer bill will lead to a continu-
ation of the Bush recession. We are 
told we need to end the double taxation 
of corporate income, but one-third of 
corporate income earned by U.S. cor-
porations is not even subject to cor-
porate tax because of the loopholes in 
that tax. But, of course, their new pro-
vision applies to foreign corporations. 
Their income is not even taxed once. 

We are told this is going to encour-
age investment in new issues of cor-
porate stock. But it is a temporary 
provision, so who is going to buy cor-
porate stock, just to find the taxes go 
up on the dividends? But if it does en-
courage investment, it will encourage 
investment of American capital in for-
eign corporations issuing stock. Those 
foreign corporations are paying 12 
cents an hour to their employees and 
stealing our jobs. 

We are told the low zero percent rate 
or 5 percent rate will apply to working 
families. But working families, if they 
own stock at all, own it in their 401(k) 
plans that are unaffected by this bill. 
In fact, when the dividend income is 
paid out, it is subject to a high rate of 
tax. The big beneficiaries of that zero 
percent rate will be rich kids with 
trust funds earning $10,000 or $20,000 of 
dividend income and paying zero per-
cent tax. 

The corporate tax rate, once you 
move the corporation to the Bahamas, 
zero percent. 

Individual income taxes on dividends 
from the Bahamas corporation, 15 per-
cent. 

Individual income tax when the stock 
is held by a trust for rich kids, zero 
percent. 

Knowing that working families are 
paying about 30 percent tax, FICA and 
income tax, on their wages—priceless. 

There are some things campaign con-
tributions just can’t buy. For every-
thing else, there is RepubliCard. Ac-
cepted at the finest country clubs in 
the Bahamas. 

And you will want to get the Deficit 
Express Card, now that the Senate has 
increased the credit limit by another 
$981 billion. The Deficit Express Card: 
Do not leave the House without it.

Mr. Speaker, this job-killer bill will lead to a 
continuation of the Bush recession. 

We are told we need to end the double tax-
ation of corporate income, but one-third of cor-
porate income earned by U.S. corporations is 
not even subject to corporate tax because of 
the loopholes in that tax. But, of course, their 
new provision applies to foreign corporations. 
Their income is not even taxed once. 

We are told this is going to encourage in-
vestment in newly issued corporate stock. But 
the dividend exclusion provision is a tem-
porary provision, so who is going to buy cor-
porate stock, just to find the taxes go up on 
the dividends? But if it does encourage invest-
ment, it will encourage investment of American 
capital in foreign corporations issuing stock. 
Those foreign corporations are paying 12 
cents an hour to their employees and stealing 
American jobs. 

We are told the low zero percent rate or 5 
percent rate on dividend income will apply to 

working families. But working families, if they 
own stock at all, own it in their 401(k) plans, 
and those plans are unaffected by this bill. In 
fact, even if we pass this bill, when the divi-
dend income is paid out of a 401(k) it will be 
subject to a high rate of tax. The big bene-
ficiaries of the 5 percent or zero percent rate 
on dividend, will be rich kids with trust funds 
earning $10,000 or $20,000 of dividend in-
come and paying virtually no tax. 

The corporate tax rate, once you move the 
corporation to the Bahamas, zero percent. 

Individual income taxes on dividends from 
the Bahamas corporation, 15 percent. 

Individual income tax when the stock is held 
by a trust for rich kids, zero percent. 

Knowing that working families are paying 
about 30 percent tax, FICA and income tax, 
on their wages—Priceless. 

There are some things campaign contribu-
tions just can’t buy. For everything else, there 
is Republicard. Accepted at the finest country 
clubs in the Bahamas. 

And you will want to get the Deficit Express 
Card, now that the Senate has increased the 
credit limit by another $981 billion. The Deficit 
Express Card: Do not leave the House without 
it.

Mr. FROST. Mr. Speaker, I yield my-
self the balance of my time. 

Mr. Speaker, if the previous question 
is defeated, I will offer an amendment 
to the rule. My amendment will allow 
the House to consider H.R. 2156, a bill 
introduced by the gentleman from New 
York (Mr. RANGEL) that would require 
the administration and the Congress to 
do something about the budget disaster 
their economic policies are creating. 

The Rangel bill attempts to avert the 
train wreck Republican economic poli-
cies are steering us towards. His bill 
would permit a temporary debt limit 
increase of $375 billion, on the condi-
tion that the administration and Con-
gress come up with a serious plan to 
balance the budget by the year 2008. 
The Rangel bill would give the Repub-
licans the opportunity to show some 
real leadership on economic issues. 

Mr. Speaker, let me make it very 
clear that a ‘‘no’’ vote on the previous 
question will not keep the House from 
considering the conference agreement. 
What a ‘‘no’’ vote will do is allow the 
House to consider the Rangel balanced 
budget proposal as a separate bill. 
However, a ‘‘yes’’ vote on the previous 
question will prevent the House from 
taking up this responsible proposal. 

Mr. Speaker, the debt tax is not a tax 
we can repeal or sunset. This vote is 
the only opportunity the House will 
have to show some real economic lead-
ership and consider the Rangel bal-
anced budget plan. I urge a ‘‘no’’ vote 
on the previous question. 

Mr. Speaker, I ask unanimous con-
sent that the text of H.R. 2156 be print-
ed in the RECORD immediately before 
the vote on the previous question. 

The SPEAKER pro tempore (Mr. 
LAHOOD). Is there objection to the re-
quest of the gentleman from Texas? 

There was no objection. 
Mr. REYNOLDS. Mr. Speaker, I yield 

myself the balance of my time. 
Mr. Speaker, my two posters are 

really simple, as I said before: Create 
and Keep Jobs and Tax Cuts Now. 
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I want to say that this is not a par-

tisan thing. It is either you believe 
that bigger government and more gov-
ernment spending is how we solve our 
problems in America, or you believe it 
is the people’s money and you give it 
back to them. It is important to really 
note that in the bipartisan aspect of re-
ality, either you believe one or the 
other. As President Kennedy said, it is 
a paradoxical truth that tax rates are 
too high today and tax revenues are 
too low, and the soundest way to raise 
the revenues in the long run is to cut 
the tax rates now. 

Mr. Speaker, if we move ahead on 
this rule and we move ahead on the un-
derlying legislation, we are going to do 
just that; and that is what America 
wants, that is what they deserve. And I 
think in every poll in America that has 
been cited in every different direction 
here, the bottom line is the people, and 
I go home every week and I know, want 
to create jobs, and they are going to do 
it by our cutting taxes, and that is 
what we are going to do. 

Mr. Speaker, let us have a tax cut.
The material previously referred to 

by Mr. FROST is as follows:
PREVIOUS QUESTION FOR H. RES. 253, RULE 

FOR CONSIDERING THE CONFERENCE REPORT 
ON H. RES. 2
At the end of the resolution add the fol-

lowing new section: 
‘‘SEC. . Immediately after disposition of 

the conference report accompanying H.R. 2, 
it shall be in order without intervention of 
any point of order to consider in the House 
the bill (H.R. 2156) to provide for a tem-
porary increase in the public debt limit. The 
bill shall be considered as read for amend-
ment. The previous question shall be consid-
ered as ordered on the bill to final passage 
without intervening motion except: (1) one 
hour of debate equally divided and controlled 
by the Chairman and ranking Minority Mem-
ber of the Committee on Ways and Means; 
and (2) one motion to recommit with or 
without instructions.’’

H.R. 2156
Be it enacted by the Senate and House of Rep-

resentatives of the United States of America in 
Congress assembled, 
SECTION 1. TEMPORARY INCREASE IN PUBLIC 

DEBT LIMIT. 
(a) TEMPORARY INCREASE IN DEBT LIMIT.—

During the debt limit increase period, the 
public debt limit set forth in subsection (b) 
of section 3101 of title 31, United States Code, 
shall be temporarily increased by 
$375,000,000,000. 

(b) BALANCED BUDGET REQUIREMENT.—Not 
later than August 31, 2003, the President 
shall submit a 10-year plan to the Congress 
that will bring the Federal unified budget 
into balance by fiscal year 2008 and, there-
after, make uninterrupted progress in reduc-
ing the use of Social Security trust fund sur-
pluses to finance a deficit in the non-Social-
Security budget. 

(c) DEBT LIMIT INCREASE PERIOD.—For pur-
poses of this section, the term ‘‘debt limit 
increase period’’ means the period beginning 
on the date of the enactment of this Act and 
ending on—

(1) August 31, 2003, in the case that the 
President fails to comply with subsection 
(b), or 

(2) September 30, 2003, in the case that the 
President complies with subsection (b).

Mr. REYNOLDS. Mr. Speaker, I have 
no further requests for time, I yield 

back the balance of my time, and I 
move the previous question on the res-
olution. 

The SPEAKER pro tempore. The 
question is on ordering the previous 
question. 

The question was taken; and the 
Speaker pro tempore announced that 
the ayes appeared to have it. 

Mr. FROST. Mr. Speaker, I object to 
the vote on the ground that a quorum 
is not present and make the point of 
order that a quorum is not present. 

The SPEAKER pro tempore. Evi-
dently a quorum is not present. 

The Sergeant at Arms will notify ab-
sent Members. 

The SPEAKER pro tempore. Pursu-
ant to clause 9 of rule XX, the Chair 
will reduce to 5 minutes the minimum 
time for electronic voting, if ordered, 
on the adoption of the resolution. 

The vote was taken by electronic de-
vice, and there were—yeas 221, nays 
205, not voting 9, as follows:

[Roll No. 224] 

YEAS—221

Aderholt 
Akin 
Bachus 
Baker 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bereuter 
Biggert 
Bilirakis 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Bonner 
Bono 
Boozman 
Bradley (NH) 
Brady (TX) 
Brown (SC) 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 
Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Carter 
Castle 
Chabot 
Chocola 
Coble 
Cole 
Collins 
Crane 
Crenshaw 
Cubin 
Culberson 
Cunningham 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLay 
DeMint 
Diaz-Balart, L. 
Diaz-Balart, M. 
Doolittle 
Dreier 
Duncan 
Dunn 
Ehlers 
English 
Everett 
Feeney 
Ferguson 
Flake 

Fletcher 
Foley 
Forbes 
Fossella 
Franks (AZ) 
Frelinghuysen 
Gallegly 
Garrett (NJ) 
Gerlach 
Gibbons 
Gilchrest 
Gingrey 
Goode 
Goodlatte 
Goss 
Granger 
Graves 
Green (WI) 
Greenwood 
Gutknecht 
Harris 
Hart 
Hastert 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Hensarling 
Herger 
Hobson 
Hoekstra 
Hostettler 
Houghton 
Hulshof 
Hunter 
Hyde 
Isakson 
Issa 
Istook 
Janklow 
Jenkins 
Johnson (CT) 
Johnson (IL) 
Johnson, Sam 
Jones (NC) 
Keller 
Kelly 
Kennedy (MN) 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Latham 
LaTourette 
Leach 
Lewis (CA) 
Lewis (KY) 
Linder 
LoBiondo 
Lucas (OK) 

Manzullo 
McCotter 
McCrery 
McHugh 
McInnis 
McKeon 
Mica 
Miller (FL) 
Miller (MI) 
Miller, Gary 
Moran (KS) 
Murphy 
Musgrave 
Myrick 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Osborne 
Ose 
Otter 
Oxley 
Paul 
Pearce 
Pence 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Porter 
Portman 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Ramstad 
Regula 
Rehberg 
Renzi 
Reynolds 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Royce 
Ryan (WI) 
Ryun (KS) 
Saxton 
Schrock 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Smith (MI) 

Smith (NJ) 
Smith (TX) 
Souder 
Sullivan 
Sweeney 
Tancredo 
Tauzin 
Taylor (NC) 
Terry 
Thomas 

Thornberry 
Tiahrt 
Tiberi 
Toomey 
Turner (OH) 
Upton 
Vitter 
Walden (OR) 
Walsh 
Wamp 

Weldon (FL) 
Weldon (PA) 
Weller 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Young (AK) 
Young (FL) 

NAYS—205

Abercrombie 
Ackerman 
Alexander 
Allen 
Andrews 
Baca 
Baird 
Baldwin 
Ballance 
Becerra 
Bell 
Berkley 
Berman 
Berry 
Bishop (GA) 
Bishop (NY) 
Blumenauer 
Boswell 
Boyd 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Case 
Clay 
Clyburn 
Conyers 
Cooper 
Costello 
Cramer 
Crowley 
Cummings 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 
DeFazio 
DeGette 
Delahunt 
DeLauro 
Deutsch 
Dicks 
Dingell 
Doggett 
Dooley (CA) 
Doyle 
Edwards 
Emanuel 
Engel 
Eshoo 
Etheridge 
Evans 
Farr 
Fattah 
Filner 
Ford 
Frank (MA) 
Frost 
Gephardt 
Gonzalez 
Gordon 
Green (TX) 
Grijalva 
Gutierrez 

Hall 
Harman 
Hastings (FL) 
Hill 
Hinchey 
Hinojosa 
Hoeffel 
Holden 
Holt 
Honda 
Hooley (OR) 
Hoyer 
Inslee 
Israel 
Jackson (IL) 
Jackson-Lee 

(TX) 
Jefferson 
John 
Johnson, E. B. 
Jones (OH) 
Kanjorski 
Kaptur 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 
Kleczka 
Kucinich 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Larson (CT) 
Lee 
Levin 
Lewis (GA) 
Lipinski 
Lofgren 
Lowey 
Lucas (KY) 
Lynch 
Majette 
Maloney 
Markey 
Marshall 
Matheson 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McDermott 
McGovern 
McIntyre 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Michaud 
Millender-

McDonald 
Miller (NC) 
Miller, George 
Mollohan 
Moore 
Moran (VA) 
Murtha 
Nadler 
Napolitano 

Neal (MA) 
Oberstar 
Obey 
Olver 
Ortiz 
Owens 
Pallone 
Pascrell 
Pastor 
Payne 
Pelosi 
Peterson (MN) 
Pomeroy 
Price (NC) 
Rahall 
Rangel 
Reyes 
Rodriguez 
Ross 
Rothman 
Roybal-Allard 
Ruppersberger 
Rush 
Ryan (OH) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Sanders 
Sandlin 
Schakowsky 
Schiff 
Scott (GA) 
Scott (VA) 
Serrano 
Sherman 
Skelton 
Slaughter 
Smith (WA) 
Snyder 
Solis 
Spratt 
Stark 
Stenholm 
Strickland 
Stupak 
Tanner 
Tauscher 
Taylor (MS) 
Thompson (CA) 
Thompson (MS) 
Tierney 
Towns 
Turner (TX) 
Udall (CO) 
Udall (NM) 
Van Hollen 
Velazquez 
Visclosky 
Waters 
Watson 
Watt 
Waxman 
Weiner 
Wexler 
Woolsey 
Wu 
Wynn 

NOT VOTING—9 

Boehner 
Bonilla 
Boucher 

Combest 
Cox 
Emerson 

Gillmor 
Peterson (PA) 
Stearns

ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 
The SPEAKER pro tempore (Mr. 

LAHOOD) (during the vote). There are 2 
minutes to go on this vote. 

b 0007 
Messrs. CARDOZA, STUPAK, and 

OBERSTAR, Ms. WOOLSEY, and Mrs. 
CAPPS changed their vote from ‘‘yea’’ 
to ‘‘nay.’’ 
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So the previous question was ordered. 
The result of the vote was announced 

as above recorded. 
The SPEAKER pro tempore. The 

question is on the resolution. 
The resolution was agreed to. 
A motion to reconsider was laid on 

the table.
Stated for:
Mr. PETERSON of Pennsylvania. Mr. 

Speaker, on rollcall No. 224 I was inadvert-
ently detained. Had I been present, I would 
have voted ‘‘yea.’’

Mr. THOMAS. Mr. Speaker, pursuant 
to House Resolution 253, I call up the 
conference report on the bill (H.R. 2) to 
provide for reconciliation pursuant to 
section 201 of the concurrent resolution 
on the budget for fiscal year 2004, and 
ask for its immediate consideration. 

The Clerk read the title of the bill. 
The SPEAKER pro tempore. Pursu-

ant to House Resolution 253, the con-
ference report is considered as having 
been read. 

(For conference report and state-
ment, see prior proceedings of the 
House of today.) 

The SPEAKER pro tempore. The gen-
tleman from California (Mr. THOMAS) 
and the gentleman from New York (Mr. 
RANGEL) each will control 30 minutes. 

The Chair recognizes the gentleman 
from California (Mr. THOMAS). 

Mr. THOMAS. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, at the beginning of the 
debate, I do want to thank the staffs, 
the majority staff, the minority staff, 
and the institutional staffs for some-
thing that has to happen before the 
Members can stand before the Speaker 
and the House in the Chamber and the 
American people and debate measures 
in front of us; that is, do an enormous 
amount of paperwork, double-checking 
to make sure that what is the desire of 
the House and Senate actually is pro-
duced in the document. 

It happens on every bill that comes 
up. It especially happens on a very dif-
ficult and complex conference report, 
and I do want to acknowledge the tre-
mendous service that our staffs per-
form for us on a daily basis. 

Mr. Speaker, I also want to say that, 
as is the wont of legislative bodies, one 
of the easier ways to gain enough votes 
to pass a measure is to tend to listen to 
what people believe are either their 
needs or wants, collect that in an 
amalgam, and move forward. 

It is my real pleasure to tell the 
Members of the House that if they have 
read the text, they will search in vain 
for any particular provision that is at-
tributed to any particular Member of 
either body. In the vernacular, this is a 
clean bill. 

I say that because it is very difficult 
to get people to look from the indi-
vidual to the collective. That is, when 
we are talking about reducing some-
thing like people’s taxes, it is often-
times very, very difficult to look to the 
larger, more fundamental societal 
needs.

b 0015 
And I know we will have a very vig-

orous and healthy debate on this issue, 
and everyone will use numbers on both 
sides. All I request is primarily out of 
my friends on the other side of the 
aisle, and listening to the debate that 
went on on the rule, one individual 
would stand up and say this was less 
filling because it only was going to last 
for 3 years and then it was going to dis-
appear. Only to be followed by another 
speaker who said this really tastes 
great because it is going to cost a tril-
lion dollars, and it is going to last an 
entire decade. 

Now, really, I do not care whether 
you feel it is less filling and it is only 
going to last 3 years or it tastes great 
and it is going to last for a decade; but 
for those of us who also want to par-
ticipate, you ought to pick one way or 
the other. When you are arguing on 
both sides of the same argument, it is 
a little difficult to really shed light for 
the American people what this is all 
about. 

If someone is going to watch this de-
bate and they have a child under 17, 
there is one irrefutable fact. In cal-
endar year 2003, $14 billion is going to 
be sent to those Americans with chil-
dren under 17. They are going to be 
sent checks. They are going to be sent 
by the middle of July and by August. 
They will have that money in their 
hands. If they have children, one single 
aspect of this aspect of this bill, and we 
will go on and debate a number of 
other aspects, this bill puts money in 
Americans’ hands immediately. 

Mr. Speaker, I reserve the balance of 
my time.

Mr. RANGEL. Mr. Speaker, I yield 
myself such time as I may consume. 

Mr. Speaker, this, I hope, is going to 
be an evening and a day that we will 
all remember as legislators. It is true 
that the majority tries desperately 
hard to bring these bills up in the mid-
dle of the night so that sunshine will 
never see what it is. 

It is also true, it is also true that 
conferences do not mean what they 
used to mean. It means after a dozen 
Republicans get together in some room 
somewhere and decide what they want 
to do, they then come around and pass 
out a paper and ask you to sign it. 

So I have been accustomed to that on 
the Committee on Ways and Means. 
But guess what, a lot of Democrats on 
this side have been saying forget all of 
this $726 billion and $550 billion and 
$300 billion. This is all a game they are 
playing, and they said that this bill 
was so full of gimmicks, that the Re-
publicans were trying to fool the Amer-
ican people because we said that this 
was really a trillion dollar tax cut. And 
my friends over there started booing 
and saying this was so unfair and that 
we were just distorting the numbers. 

Well, there is one person in this 
House that when he says something, 
people do not point their finger at him. 
They say the man makes a lot of sense. 
He is a straight shooter, and he is re-
spected by both sides of the aisle. 

Now, I do not normally read state-
ments, but since it involves the Speak-
er of this great House, I thought it 
might start off the debate on a high 
level rather than wait for just the 
heavy people to come down at the end 
of debate and start talking about how 
we should salute the flag and do the 
right thing. And this is a bill that we 
have worked on and we have done it 
within the budget. 

Now, it says here that House Speaker 
HASTERT told the Congress Daily 
Thursday that the final package incor-
porates key features of the House-
passed bill and positions Congress to 
pass much greater tax relief in the near 
future. The $350 billion number takes 
us through the next 2 years basically, 
HASTERT said. HASTERT, meaning the 
Speaker of this august body. But it 
also could end up being a trillion dollar 
tax bill because the stuff, that is what 
the chairman was working with, be-
cause the stuff is extendable. 

That is the fight we are going to 
have, and it is not a bad fight to have. 
This goes on and says, Congressional 
Journal, HASTERT said the final pack-
age is front loaded and will boost the 
economy in the short term but it in-
cludes nearly all of the content of the 
House’s original bill. Now, I do not 
know how far in debt you guys want to 
take us, but listen, because this is im-
portant stuff. This is history-making 
stuff. 

Now, this is what the Speaker said 
about this bill. That at the end of the 
day it is not 350, it is not 550, it is not 
726. It is a trillion. But guess what? It 
gets better, to show you just how deep 
they would want to get us in the hole. 
I never knew they hated Social Secu-
rity and Medicare that badly. But at 
the so-called conference, there was a 
period of time that I was the only Dem-
ocrat there on the House side beside 
the minority leader. The chairman 
came in later. And so there was open-
ing statements made before the con-
ference report was just passed around 
to sign. And our distinguished majority 
leader said, while we are doing this bill 
and you have done a lot of good work 
on it and praised the Republican lead-
ership and the House and Senate, he 
said, before this year is over we will be 
coming back to pick up the rest of it to 
make certain we get another trillion. 

Now, I mention these names because 
the only thing that they did not men-
tion was that they were going to bor-
row the money in order to give the rich 
these tax cuts, and they want to stick 
the rest of society with paying the in-
terest on the money that they are bor-
rowing at the expense of the Social Se-
curity system. I am so happy and 
pleased that at the end of this day that 
we do not have to point fingers and say 
that it is gimmicks that you are doing 
or you are trying to hoodwink the peo-
ple because if the Speaker said it, and 
you applauded it, so therefore I do not 
have any apprehensions; and if the ma-
jority leader came back and said, you 
are coming back to raid us again and 
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you applaud that, well, thank God for 
your honesty in what you are doing. 

And one day somebody is going to 
ask, when this deficit just grew, when 
the programs were collapsing, when 
people were just paying more interest 
on the debt than all of the programs 
that we have together, all of the discre-
tionary programs, they may ask, and 
just what were you doing when this 
happened, when you shifted the respon-
sibility for paying taxes to the working 
people that do not have the exclusions 
that you provided today? 

So to the Republican leadership, 
thank you for making our day. I thank 
the Speaker for being so honest and 
saying what these people have done; 
and to the leader, come back again for 
the next trillion dollars and maybe 
some day soon the American people 
can see what you are doing to them. 

Mr. Speaker, I reserve the balance of 
my time. 

Mr. THOMAS. Mr. Speaker, I yield 
myself 10 seconds. 

Mr. Speaker, what I really heard in 
that quote, which I did not hear after 
it was said, was the Speaker said, And 
we are really going to have to fight for 
it because that is exactly what occurs. 

We want to help Americans by let-
ting them keep their own money and 
we are going to have to fight you to do 
it, because you want to hang on to 
their money just as hard as you can. 

Mr. Speaker, I yield 2 minutes to the 
gentleman from Iowa (Mr. NUSSLE), the 
chairman of the Committee on the 
Budget, a member of the Committee on 
Ways and Means. 

Mr. NUSSLE. Mr. Speaker, I thank 
the gentleman for yielding me time. 

The question we have to ask our-
selves after we heard that very inter-
esting dissertation is where is this 
money that he is talking about? And 
that is what I thought I heard.
ANNOUNCEMENT BY THE SPEAKER PRO TEMPORE 

The SPEAKER pro tempore (Mr. 
LAHOOD). The gentleman will suspend. 

The Chair would ask Members to af-
ford courtesy to the Member who is 
speaking. If the Members want order, 
the way to keep order is for Members 
in the back of the Chamber and staff to 
take seats so we can have order. So the 
Chair would ask Members and staff in 
the back of the Chamber to take seats 
or go to the cloakroom. 

The Chair would also ask Members to 
afford courtesy to their colleagues, so 
that while they are speaking, they be 
given an opportunity to finish their re-
marks. 

The gentleman from Iowa (Mr. 
NUSSLE) may proceed.

Mr. NUSSLE. The question is, where 
is the money? The money is in the 
pockets of the people that earn it. The 
government earns no money. Tax cuts 
do not cost the government. And that 
is the argument you are going to hear 
tonight. It is that if you believe when 
you reduce taxes somehow that costs 
government, then you believe that you 
have to borrow. 

But the interesting thing about what 
we believe on the majority side is that 

the money comes from the people that 
earn it, and we are leaving it in their 
pockets. And the only reason we would 
need to borrow money is for excess 
spending in Washington, D.C. So if you 
want to continue to borrow and if you 
want to continue to spend and if you 
want to continue to waste the tax-
payers’ dollars, then continue to con-
sider the arguments of the minority. 

But if you want to grow the econ-
omy, if you know that the economy 
starts with people working in America 
earning a living and paying a little bit, 
sometimes too much of it to Wash-
ington, D.C., if you believe that, and if 
you know that based on that, getting 
the economy going is the most impor-
tant thing we can do, not only for our 
short-term budget and our long-term 
budget but getting the economy going 
is the most important thing we can do 
to the long-term health of Medicare, 
Social Security and our country, let us 
pass this bill tonight, let us realize 
whose money this is in the first place. 
It is the American people’s money. Let 
us leave it in their pockets. 

Mr. RANGEL. Mr. Speaker, I yield 
21⁄2 minutes to the gentleman from 
California (Mr. STARK), an outstanding, 
hard-working member of the Com-
mittee on Ways and Means. 

(Mr. STARK asked and was given 
permission to revise and extend his re-
marks.) 

Mr. STARK. Mr. Speaker, I just 
wanted to suggest that people talked 
about belief, and I guess if I were ap-
pointed President I would think I had a 
message from God. If I was not too 
bright, I might think I was God. But 
before I would ask you to pray to me, 
I would hope that you would think I 
knew your name. 

Now, our Republican leaders and our 
President do know a few names related 
to this tax bill and they are called 
beneficiaries. I have here a list from 
Citizens for Tax Justice, who compiled 
estimates based on our most recent fi-
nancial disclosures: the name Snow for 
an income of $6 million-plus; Rumsfeld, 
$14 million-plus; Evans, $4.4 million; 
Powell for $10.7 million; Whitman for 
$3.1 million; Zoellick for $900,000; 
Chaney for $4.5 million; Ashcroft for 
$3.1 million; and the list goes on. 

There are 20 top administration offi-
cials with $52,391,000 estimated income. 
They are the beneficiaries of this bill. 

In this Chamber there is a list: 
Northup, $3,168,000; Petri with $897,000; 
Taylor with $1,378,000; Boehner with 
$769,000; Portman with $883,000; Sensen-
brenner with $419,000; Shaw with 
$843,000; Leach with $958,000; Dreier 
with $772,000. A total of 36 of us in here 
with $27.5 million in income. 

Those are the beneficiaries and this 
Republican god knows your name; but 
unfortunately he does not know one 
name among the 12 million children 
who will not have health care because 
they cannot afford health insurance. 

You cannot name any of the 8 million 
seniors who will be denied health care 
because you are wasting the money on 

the rich and not providing a prescrip-
tion drug benefit for the seniors. You 
cannot name them. You cannot name 
one of the 8 million jobless in this 
country. You cannot. You know the 
rich. You know the beneficiaries. You 
know the contributors who last night 
paid you $18 million to give the rich 
this break; and you cannot name one of 
the poor people without health care or 
without a job in your district or in this 
country. Shame on you. That is im-
moral. 

You ought not to vote for this bill. 
You ought to vote it down and do 
something to help the millions of peo-
ple in this country who count. Vote 
‘‘no’’ on the bill.
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Mr. THOMAS. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tleman from Wisconsin (Mr. RYAN), a 
member of the Committee on Ways and 
Means. 

And, Mr. Speaker, my colleagues 
have a very limited playing deck. I am 
surprised this early in the debate they 
have already played the class warfare 
card. 

Mr. RYAN of Wisconsin. Mr. Speaker, 
what we are hearing tonight are two 
different philosophies, two different 
emotions. Over here on this side of the 
aisle, we are hearing the emotions of 
fear, envy, and hate. Over here we are 
hearing the emotions of hope, growth, 
and prosperity. That is what this is 
about. 

Their philosophy is, you cannot send 
more than enough to Washington be-
cause we can spend it better than you 
can. That is what we are hearing on 
this side of the aisle. What we believe 
is that you can better spend your 
money yourself. That is what works in 
this country. That is what freedom is 
all about. 

What we are doing in this tax bill, 
and many people say this is such a 
huge tax cut, what we are doing in this 
tax bill is letting Americans keep more 
of their hard-earned money. We are 
cutting income tax rates across the 
board. We are cutting taxes on invest-
ment and businesses for job creation. 

When we look at what has happened 
in this economy, when we look at the 
recession we are coming out of, when 
we look at all those things that hit 
this economy, the stock market, all 
the shenanigans at the corporate level, 
at the 9/11 problems, the terrorist at-
tacks, we need growth in this economy. 
We need jobs in this economy. And 
when we see that investment in this 
economy has been declining for 8 con-
secutive years, we need to fix that. 
That is exactly what this tax bill does. 

If anyone thinks that this tax cut is 
too big, this tax cut is a 1 percent tax 
cut. We are cutting taxes 1 percent of 
revenues. Out of a $28 trillion budget 
that we are going to spend over the 
next 10 years, we are simply cutting 
taxes $350 billion to try to move an 
economy that during this decade will 
kick off, at a standstill, $140 trillion in 
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output. We are trying to move it from 
a standstill to growing and giving our 
people jobs. 

That is what this tax bill is all about, 
and it is rooted in the philosophy that 
people ought to be able to keep more of 
what they earn so they can be free to 
spend it as they see fit. 

Mr. RANGEL. Mr. Speaker, I yield 2 
minutes to the gentleman from South 
Carolina (Mr. SPRATT), the ranking 
member on the House Committee on 
the Budget. 

Mr. SPRATT. Mr. Speaker, when the 
President sent his budget up this year, 
OMB sent with it a message in which 
they said that the surplus of $5.6 tril-
lion, which they projected just 2 years 
ago, was a mistake; that now, from 2002 
through 2011, they revised downward 
that surplus from $5.6 trillion to $2.4 
trillion. They made an egregious mis-
take. 

We warned our colleagues then not to 
bet the budget on a blue sky estimate, 
but they did not take our warning. Now 
you can blame that on 9/11, you can 
blame that on this sluggish economy, 
you can blame it on lots of things, but 
tonight the buck stops here. The blame 
rests right there in the well of this 
House and these meters where you push 
your card. Because tonight, when you 
vote for a trillion dollars in tax relief, 
it goes straight to the bottom line. 
There is nothing to offset it. It creates 
a deficit this year which will be a 
record deficit in the fiscal history of 
this country, $425 billion, and the def-
icit stays ratcheted in that range for as 
far out as we forecast. 

Those are the consequences of the 
policy choices you make tonight. You 
cannot blame it on 9/11. You cannot 
blame it on the economy. It will be at-
tributed to what you do tonight, unless 
some economic miracle happens as a 
result. 

Here is a chart in which we have cal-
culated this tax cut, the tax cuts to 
come, other likely actions to be taken, 
Medicare, prescription drugs, a bit 
more for defense; and we think it is a 
fair and honest and even conservative 
statement. I will leave it here for any-
body to refute, but this is what we see 
as a consequence of what you are doing 
tonight. 

We foresee deficits of $3.959 trillion 
over the next 10 years. Back out Social 
Security, and those deficits come to 
$6.527 trillion, a consequence of what 
you are doing tonight. The debt of this 
country today, held by the public, is at 
about $3.5 trillion, $3.6 trillion. This 
will increase it to $7.9/11 trillion. The 
total statutory debt will go up to $14 
trillion. 

That is the course you choose to take 
tonight if you vote for this tax cut. 
You cannot blame it on the economy. 
You cannot blame it on 9/11. You can 
only blame it on yourself.

Mr. THOMAS. Mr. Speaker, it is now 
my pleasure to yield 2 minutes to the 
gentleman from Illinois (Mr. WELLER), 
a member of the Committee on Ways 
and Means. 

Mr. WELLER. Mr. Speaker, what is 
this all about? What this is all about is 
1.2 million new jobs. Economists tell us 
that this plan will create 1.2 million 
new jobs over the next 18 months. How? 
By putting extra money in the pocket-
books of workers and giving incentives 
to invest in the creation of new jobs. 

If you pay taxes, you benefit from 
this plan. We lower rates for every-
body. We double the child tax credit, if 
you have children. We eliminate the 
marriage penalty, all this year, bene-
fiting every taxpayer. Think about 
what an extra thousand dollars will 
mean for the average family in Illinois 
and in our congressional districts 
across this country. 

We also create jobs by encouraging 
investment. The bonus depreciation, 
for example, allows companies to de-
duct an extra 50 percent to recover 
their costs of purchasing an asset, a 
company car. We create jobs in manu-
facturing to encourage investment in 
new company cars and machine tools 
and bulldozers. We create jobs in the 
technology sector by encouraging 
greater investment in computers and 
telecommunications equipment. We 
create construction jobs by encour-
aging business to rehab commercial 
buildings, whether office buildings or 
shopping centers. And we also encour-
age business to invest in security, 
making private sector buildings safer 
for workers and visitors and customers, 
by again encouraging investment in se-
curity-related equipment such as sur-
veillance equipment or computers or 
other types of equipment to make pri-
vate sector buildings more secure. 

The bottom line, my colleagues, and 
what this is all about, is creating 1.2 
million jobs. We have a choice tonight. 
Do we vote to get this economy moving 
again or do we do the old-fashioned 
thing and just spend more money here 
in Washington? Let us create jobs, let 
us give American workers the oppor-
tunity to go back to work, and let us 
raise take-home pay and encourage in-
vestment and the creation of jobs. 

Mr. RANGEL. Mr. Speaker, I yield 2 
minutes to the gentleman from Michi-
gan (Mr. LEVIN), the senior member of 
the Committee on Ways and Means. 

Mr. LEVIN. Mr. Speaker, my col-
leagues talk about jobs. They are doing 
a job on the American people tonight. 
That is what they are doing. That is 
what they are doing. 

My colleagues are borrowing from 
my children’s generation for a tax cut 
that will not benefit them primarily. 
My colleagues are borrowing from my 
grandchildren’s generation for a tax 
cut. Where is it going? Mainly to the 
very wealthy in this society. And they 
get away from this by averaging. Okay, 
for the person with a million bucks, 
$93,000; someone with $45,000, $50,000, 
211 bucks this year. When we add those 
together, the average tax cut for those 
two people is 46,000 bucks. The trouble 
is one is getting $95,000 and one is get-
ting $200. 

Alchemy does not work outside of 
Washington, D.C., and you alchemists 

are not going to prevail ultimately in 
the District of Columbia and this Con-
gress. You have performed what some 
may say is a miracle. You have united 
the Democrats in this institution. And 
the reason you have done it is not be-
cause of political reasons on our part, 
because you are robbing future genera-
tions for a tax cut for the very 
wealthy, and we are going to stand to-
gether to say to the President, to you, 
no, no, no, no, and we are going to do 
it in 45 minutes. 

Mr. THOMAS. Mr. Speaker, I yield 
myself 10 seconds. 

I said they had very few cards in the 
deck. We may see several come up dur-
ing the debate, but they just played the 
class warfare card once again.

Mr. Speaker, it is my pleasure to 
yield 2 minutes to the gentleman from 
Arizona (Mr. HAYWORTH), a valued 
member of the Committee on Ways and 
Means. 

Mr. HAYWORTH. Mr. Speaker, I 
thank the chairman of the committee 
for yielding me this time, and I thank 
my colleagues on the left for their 
warm reception tonight. Indeed, Mr. 
Speaker, maybe so far left they will 
come back to the right, but they will 
never be correct. 

It is an interesting situation, Mr. 
Speaker. One is tempted to ask, who is 
jobbing whom? Because with a fanciful 
flight of rhetoric, mixed with an equal 
portion of scold, my good friend from 
Michigan fails to capture the essence 
of what is at stake here, and it is a les-
son that is essentially nonpartisan. In-
deed, Mr. Speaker, one of our leading 
news weeklies, on its cover, asserted 
just the other day ‘‘They Don’t ‘‘make 
Democrats Like They Used to.’’ And 
that is true. 

Forty years ago, Jack Kennedy said a 
rising tide lifts all boats. He said by re-
ducing marginal tax rates, you actu-
ally increase revenues to the govern-
ment because you get the economy 
working and you put people to work. 
Ronald Reagan proved that again 20 
years ago. And, indeed, just a short 
time ago, in 2001, we cushioned the hor-
rible blow of a recession that started 
and was compounded by the attacks of 
9/11. Yet much more remains to be 
done. 

While some subject us to the poison 
of class warfare, we embrace the prom-
ise of economic opportunity, because 
we believe a rising tide does lift all 
boats. And even at this hour, with the 
disappointment and frustration born of 
a long and strange trip by our friends 
in the minority, we still extend our 
hand. 

Join us in this opportunity. Increase 
jobs and economic growth. And even if 
you believe in the power of govern-
ment, there will be more revenues 
eventually to the government, and we 
will succeed. Vote ‘‘yes’’ on jobs and 
growth. Vote ‘‘yes’’ on tax relief. Join 
us in this great enterprise for the 
American people. 

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentleman from North 
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Dakota (Mr. POMEROY), a member of 
the Committee on Ways and Means. 

Mr. POMEROY. Mr. Speaker, I thank 
the gentleman for yielding me this 
time. 

My colleague recently asked, what 
has it all about? I suggest what it is all 
about is the Senate action tonight or 
tomorrow morning to increase the bor-
rowing authority of this country to 
$984 billion. So many words, so many 
figures, but really the truth of the ac-
tion is measured by the increase re-
quested in the borrowing authority of 
this country. 

If this is going to produce the kind of 
wonderful effects they suggest, why do 
they need to authorize the Treasury to 
borrow an additional trillion dollars? 
The reality is that we are going to fund 
this on the debt. 

I do not know of a family I represent 
that plans for their retirement by 
blowing everything they have got, run-
ning up the debt on their credit cards, 
with the hope that their children will 
bail them out. That is exactly the ac-
tion we take tonight as we pass this 
tax cut, not paid for in any way but 
funded on the debt. 

The truth is the Senate action. An 
additional trillion dollars of borrowing 
authority. We should not put this on 
our kids. We should reject this pack-
age. 

Mr. THOMAS. Mr. Speaker, might I 
inquire of the remaining time on either 
side? 

The SPEAKER pro tempore (Mr. 
LAHOOD). The gentleman from Cali-
fornia (Mr. THOMAS) has 171⁄2 minutes 
remaining, and the gentleman from 
New York (Mr. RANGEL) has 161⁄2 min-
utes remaining. 

Mr. THOMAS. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tleman from Texas (Mr. BRADY), a 
member of the Committee on Ways and 
Means. 

Mr. BRADY of Texas. Mr. Speaker, 
common sense tells us the best way to 
balance the budget and pay down the 
debt is to get people back to work. Ev-
eryone knows when you are unem-
ployed, you are not paying your Fed-
eral taxes, you are not paying any So-
cial Security, you are not paying into 
Medicare, you are not helping States 
balance their budgets either. The best 
way to balance a budget and pay down 
our debt is to get people back to work. 

This jobs bill creates more than a 
million new jobs in America at a time 
we desperately need them. Every State 
is going to see new job creation. In our 
State, we will create, over the next 2 
years, 42,000 new jobs each year.
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That is equivalent of building two 
new Pentagons in our State and filling 
it with new Texas workers every year. 
That is real jobs. 

Our belief in the President’s jobs bill 
is if we help people afford the cost of 
raising children, if we stop penalizing 
people for being married so they have 
more money to go to the mall, more 

money to buy new tires, it is good for 
the economy. We believe if you help 
small businesses buy that new piece of 
equipment and hire that new worker, 
and say yes to that new sales force, it 
is good for the economy. We are con-
vinced if we help people rebuild their 
retirement nest egg, to keep more of 
what they are saving for, that is good 
for the economy. 

We do not believe that spending more 
is the answer. We do not think it helps 
the economy to buy more $300 ham-
mers, to spend millions of dollars help-
ing more salmon swim upstream, and 
we do not believe that you need to cre-
ate the hundredth new program to du-
plicate the 99 that are already in exist-
ence. 

We believe creating jobs, getting peo-
ple back to work is going to balance 
this budget, pay down this deficit and 
get this economy going. America cre-
ates jobs; Washington gets in the way 
of it. 

Mr. RANGEL. Mr. Speaker, I yield 2 
minutes to the gentleman from Wash-
ington (Mr. MCDERMOTT), a member of 
the Committee on Ways and Means. 

(Mr. MCDERMOTT asked and was 
given permission to revise and extend 
his remarks.) 

Mr. MCDERMOTT. Mr. Speaker, well, 
here we are, one more time, rubber-
stamping whatever the President says 
he wants. 

They come out here with a 43-page 
bill and 302 pages of explanations, and 
there is not a soul in here who knows 
what is in it. Let me tell Members 
what is here. You are spending a tril-
lion dollars, which is almost exactly 
what is estimated as the shortfall in 
Social Security and Medicare. You are 
going to come back after this break, 
and you are going to privatize Medi-
care. We know what you are going to 
do. 

What is nice for the American people 
about this rubber-stamp Congress out 
of White House, the junta gets its or-
ders, they bring it to the Committee on 
Ways and Means or Committee on 
Rules, and zoom, out it comes. The 
American people are getting a clear, 
unadulterated picture of what the Re-
publicans are all about. Every single 
Member comes from a State where 
they are cutting their State budget. 
They are cutting the living daylights 
out of their budget. If you are from 
Texas, it is 275,000 kids who will not 
have health care. In my State, they 
threw 60,000 people off of health care 
programs. Every State in the Union is 
doing that. 

The estimated cost of that, $100 bil-
lion. That is what States are cutting 
out of their budget. No, you cannot 
give that money to them. You give 
them $20 billion, and I know you are 
going to stand up and say $20 billion is 
better than nothing. Yes, it is better 
than nothing, but it is not going to fix 
the problem. 

When some kid is sick in the State of 
Washington, and they now have wait-
ing lists in Medicaid, and you are a 

mother with your kid in the waiting 
room, maybe you will get into the hos-
pital and maybe you will not, then you 
have to ask yourself, is this the coun-
try that you and I believe in? Is this 
the common good? I say it is not. You 
really ought to be ashamed of what you 
are doing because what you are doing 
is sticking it to the kids of this coun-
try. The President says Leave No Child 
Behind. My God, not only in education 
are you leaving them behind, you are 
leaving them behind in the hospitals 
and the environment and everywhere 
else in this society. Vote ‘‘no.’’ 

Mr. THOMAS. Mr. Speaker, I yield 2 
minutes to the gentlewoman from 
Washington (Ms. DUNN), a very respon-
sible member of the Washington dele-
gation and a member of the Committee 
on Ways and Means. 

Ms. DUNN. Mr. Speaker, I do not 
know whether to give my speech on tax 
relief or Medicare, but I am going to 
choose tax relief tonight. I certainly do 
hope that the gentleman from Wash-
ington realizes that this bill is prac-
tically identical to the one that was in 
his committee, the Committee on Ways 
and Means, and my committee, that we 
passed last week; and he should know 
this bill very well. Certainly we do on 
this side of the aisle. 

Earlier this week, Alan Greenspan 
testified before the Joint Economic 
Committee on which I serve. He point-
ed out that taxing capital discourages 
investment, so when we reduce taxes 
on dividends and capital gains, we are 
encouraging saving, and we are reduc-
ing the cost of capital for companies, 
and we are also producing and pro-
moting economic growth. 

One of the most important issues fac-
ing our country today is the need to 
stimulate economic growth to create 
jobs. The best way we achieve this goal 
is to pass a jobs and growth package, 
one that leaves money in the pockets 
of individuals and families and encour-
ages businesses to invest in business. 

This package will quickly lower 
everybody’s tax rates. It will send re-
bate checks to millions of parents with 
children, and it will assist seniors who 
depend on dividend income to supple-
ment their Social Security benefits. 
This bill goes a long way towards pro-
moting capital investment by allowing 
small businesses to deduct the cost of 
major purchases. It increases produc-
tivity, increases demand in our econ-
omy, and it stimulates production. In 
all, we expect to create over 1 million 
new jobs by the end of next year. 

While we work to stimulate our econ-
omy, we also need to help those still 
seeking jobs. Unemployment in the 
State of Washington is above the na-
tional average. Unfortunately, in fact, 
we are consistently in the top three 
States with the highest unemploy-
ment, and I am very happy today we 
were able to pass legislation to extend 
unemployment benefits so that people 
will have more time to get the training 
and the financial assistance they need 
to find jobs. It is time to pass this jobs 
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and growth package. It helps workers, 
families, low-income and middle-in-
come taxpayers. I urge its adoption.

Mr. RANGEL. Mr. Speaker, I yield 15 
seconds to the gentleman from Wash-
ington (Mr. BAIRD). 

Mr. BAIRD. Mr. Speaker, what the 
responsible gentlewoman from Wash-
ington failed to say is that this bill 
does nothing to return $500 million to 
the people of her own State of Wash-
ington by reinstating sales tax deduct-
ibility. 

Mr. RANGEL. Mr. Speaker, I yield 2 
minutes to the gentlewoman from Ohio 
(Mrs. JONES). 

Mrs. JONES of Ohio. Mr. Speaker, I 
thank the gentleman for yielding me 
this time. 

Here we are on the brink of a Memo-
rial Day recess debating the jobs and 
growth tax bill of 2003. Let us memori-
alize that at a time when unemploy-
ment is at its all time high, we are giv-
ing tax relief to the wealthiest of all 
Americans. Let us memorialize that 
this tax cut will not allow young men 
and women who need Head Start to go 
to school. 

Let us memorialize that using the 
chairman’s terms, we are using a clean 
bill. The bill that will clean the clocks 
of the poor to enrich the wealthy. Let 
us memorialize that the same jobs 
promise, the same stimulus promise, 
the same economy boost promise made 
in 2001 has yet to materialize. Let us 
memorialize that in 2003 it will not 
come either. 

The chairman talked about sending 
$14 billion in checks to Americans with 
children under 17. Let us memorialize 
that the checks sent to senior citizens 
who need a prescription drug benefit 
will be marked insufficient funds. Let 
us memorialize that the people who are 
on unemployment whose unemploy-
ment will not be extended because they 
have run out of benefits will get an 
NSF check. Let us memorialize that 
the people of America who have no 
health care will get an NSF check. Let 
us memorialize that tax cuts do hurt 
government. Let us memorialize that 
we will create a deficit. 

Someone said earlier that there was 
fear, anger and hate on this side of the 
floor. There is a fear that seniors and 
workers will continue to be dis-
appointed. There is anger and hate that 
we, the people of this House who could 
do more, are not doing more. 

We talk about growth. There is 
growth for those who already have it, 
hope for those who believe that govern-
ment is not a safety net, and pros-
perity for those who already prosper. 
Let us memorialize that this tax bill is 
not benefiting those who need it most. 

Mr. THOMAS. Mr. Speaker, I yield 1 
minute to the gentleman from Michi-
gan (Mr. CAMP) for the purpose of a col-
loquy. 

Mr. CAMP. Mr. Speaker, my question 
concerns the treatment of variable an-
nuity contracts under the bill. Sellers 
of variable annuity contracts have ex-
pressed concerns about the effect of the 

dividend and capital gain tax rate re-
ductions on the market for variable an-
nuities. Is the chairman willing to con-
tinue to examine this area? 

Mr. THOMAS. Mr. Speaker, will the 
gentleman yield? 

Mr. CAMP. I yield to the gentleman 
from California.

Mr. THOMAS. Mr. Speaker, I would 
tell the gentleman, the goal of this bill, 
and other bills we will pursue in the fu-
ture, is to promote economic growth. 
Increasing retirement savings will pro-
mote economic growth by contributing 
to our Nation’s capital stock. Of course 
we will monitor the way in which an-
nuity sellers adjust to the new, more 
efficient financial product market con-
ditions that H.R. 2 will create. As we 
proceed, we can determine whether ad-
justments are justified. 

Mr. CAMP. I thank the gentleman. 
Mr. RANGEL. Mr. Speaker, I yield 3 

minutes to the gentleman from Mary-
land (Mr. HOYER), the Democratic whip 
of the House. 

Mr. HOYER. Mr. Speaker, the chair-
man of the committee has talked about 
us talking about class warfare. Warren 
Buffett talked about it just a couple of 
years ago, America’s second richest 
person, and he said that his class was 
winning. It wins again tonight, not av-
erage Americans. 

One of the Republicans came, as they 
so often do, to quote John Kennedy. I 
voted for John Kennedy for President, 
the first President I ever had the op-
portunity to vote for. Republicans al-
most to a person opposed him. He said, 
‘‘Ask not what your country can do for 
you, but what you can do for your 
country.’’

That was a call to contribute to the 
welfare of our society. It was a call not 
to the greedy, but to the great. It was 
a call to those who understood the 
value as the President said of lifting up 
all people when he said if we cannot 
save the many who are poor, we will 
never save the few who are rich. 

The gentleman spoke the truth. This 
is a trillion dollar bill. Some Members 
of the other body said they would not 
vote for a bill over $350 billion, and so 
the other side of the aisle has con-
structed a sham, a ruse, a trick. 

As the gentleman from Michigan (Mr. 
LEVIN) said, the sadness is that our 
children will pay that bill because you 
will not cut spending, you will not cut 
spending to comply with this tax bill, 
and you know it. In 1981 I was on this 
floor, and Republicans claimed if they 
passed their economic program, we 
would balance the budget by October 1, 
1983. And I was on this floor in 1990 
when you railed against your own 
President, President Bush, who con-
tributed to creating the surplus that 
was to come some 6 years later. And I 
was on this floor in 1993 when Dick 
Armey and John Kasich, the prede-
cessor to the gentleman from Iowa (Mr. 
NUSSLE), claimed that if we enacted 
the 1993 bill, the economy would go to 
the Dumpster, unemployment would 
rise, and the deficit would go through 

the ceiling. He was wrong on every 
count. 

And I was on this floor in 2001, just 2 
years ago, when so many of you stood 
on this floor and said if we pass this 
bill, we will create jobs. And you have 
said it today, and you are wrong.
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In 1981, in 1990, in 1993, and in 2001, 
not any one of those times were you 
correct in your predictions. And you 
cost my three daughters a lot of money 
and my five grandchildren a lot of 
money because the tax you are putting 
on them is the debt tax that they will 
have to pay and they will not get a 
nickel of defense, not a nickel of edu-
cation, not a nickel of health care 
while they are paying the interest that 
you put upon their heads. 

Mr. THOMAS. Mr. Speaker, I yield 
myself 15 seconds in case there are any 
students actually out there in the audi-
ence. I believe, if anyone wants to 
check an almanac, the election of 1960 
resulted in the election of President 
Kennedy with less than 50 percent of 
the vote and there was some concern 
about whether or not a recount would 
reduce that. The argument that some-
how there was a significant wave of 
votes simply is not accurate any more 
than most of the structures. 

Mr. HOYER. You do recall that he 
got more votes, however, than Mr. 
Nixon. Unlike Mr. Bush, who got less 
votes than Mr. Gore. 

Mr. THOMAS. Mr. Speaker, prior to 
yielding 2 minutes to the gentleman 
from Louisiana (Mr. MCCRERY), I yield 
myself 10 seconds. I am just concerned 
that if people are really worried about 
not having enough taxes, I understand 
you can voluntarily write a check to 
the Treasury and at least you will feel 
real good about making sure that more 
of your money stays in Washington. 

Mr. MCCRERY. Mr. Speaker, my 
good friend, the gentleman from Mary-
land, the previous speaker, as I think 
has been the case with the debate gen-
erally this evening, was respectful and 
made some points that he thinks are 
legitimate. They are in most cases, I 
think, factual. I would remind him 
that in 1995 when Republicans took 
over this Chamber and we cut taxes 
and we were running deficits, his side 
of the aisle made several charges that 
turned out to be false as well; and, in 
fact, we did cut taxes, balance the 
budget, and run a surplus for several 
years. So there have been a lot of 
statements made on both sides over the 
years that have turned out to be inac-
curate when history judged them. 

I believe Democrats and Republicans 
in this House want to do what is best 
for the country. We want this country 
to be a better place for our children 
and our grandchildren. The reason we 
have two different political parties in 
this country, thank goodness, is that 
we can have a debate and we can fight 
it out, choose a path and then be held 
responsible. We are willing to be held 
responsible. We believe that the answer 
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to the long-term problems of this coun-
try, the really tough ones, Medicare, 
Social Security, part of the answer is 
strong economic growth. If we do not 
have strong economic growth in this 
country for a long time, those prob-
lems are going to be not only intrac-
table; they are going to be impossible. 

So this bill we bring before the House 
tonight, and we hope you will pass to-
night, is one that we think will do the 
best job to give this country the best 
chance to have strong economic growth 
for the long term, short term and long 
term. This jobs bill, this growth bill 
gives us the best chance to solve the 
long-term problems of this country. We 
ought to vote for it. We ought to sup-
port it and hope it works. 

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentlewoman from Con-
necticut (Ms. DELAURO), the head of 
the Democratic Steering Committee. 

Ms. DELAURO. Mr. Speaker, this 
giveaway to the wealthiest taxpayers 
will not create jobs, nor will it reduce 
the highest rate of unemployment in a 
decade. It will not provide our stagnant 
economy with any stimulus. For the 
taxpayer, it will not reduce their tax 
liability. In fact, State taxes and prop-
erty taxes are increasing because of 
this reckless plan. 

Today, States are in the midst of the 
worst fiscal crisis in 60 years trying to 
close a budget shortfall of $100 billion. 
States have been forced to not only in-
crease taxes but release prisoners, shut 
down libraries, and cut back health 
benefits. In my State of Connecticut, 
Governor John Rowland, a Republican, 
has already approved an increase in the 
State’s income tax rate. Passage of 
this tax cut means cutting education 
by $9 billion to give a tax cut to those 
who earn over $375,000. It means cut-
ting Social Security to pay for a tax 
cut for those who earn over $375,000. 
Under this plan, households with in-
comes of over $1 million receive an av-
erage tax cut of $93,000. What you 
would do is you would starve this gov-
ernment of the revenue that it needs to 
carry its commitments out to the 
American people. It is insidious, it is 
wrong, shameful, reckless, and irre-
sponsible. 

Mr. THOMAS. Mr. Speaker, now an-
other view from the State of Con-
necticut. It is my pleasure to yield 2 
minutes to the gentlewoman from Con-
necticut (Mrs. JOHNSON), the chair-
woman of the Subcommittee on Health 
of the Committee on Ways and Means.

Mrs. JOHNSON of Connecticut. Mr. 
Speaker, I thank the chairman for giv-
ing me this opportunity to support 
what I think is a very strong tax bill 
that will stimulate the economy, pro-
vide the jobs we need in Connecticut, 
but most importantly address the cri-
sis that manufacturing is facing in 
Connecticut. We have never on this 
floor passed such extraordinary bo-
nuses for investment in capital equip-
ment. As chairman of the oversight 
subcommittee my first term in the ma-
jority on the oversight subcommittee 

on the Committee on Ways and Means, 
I held a hearing and small businesses 
said, if you could just increase the 
amount we could expense, if you would 
increase it to $50,000, you would see us 
take off. If you could increase it to 
$100,000, you would see what would hap-
pen. This bill does that for small busi-
nesses. This bill allows the expensing 
of 50 percent of capital investment for 
all other companies. This bill goes to 
the heart of what it takes to create 
jobs. And that is why this bill is about 
restoring opportunity to people in Con-
necticut who are unemployed. 

I am very proud of my Governor who 
just vetoed the second tax bill in 6 
months passed by the Democrat-con-
trolled House and Senate in Con-
necticut. You cannot tax your way out 
of recession. You have to help people 
change their lives. 

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentleman from Mis-
sissippi (Mr. TAYLOR). 

Mr. TAYLOR of Mississippi. Dear 
Dad: 

My day began when a guy who was 
taking a thousand-dollar contribution 
from an alleged Chinese spy decided 
that I could not offer an amendment to 
keep American military bases open. 
Later on this same guy who took a 
thousand-dollar contribution from an 
alleged Chinese spy said it was a swell 
idea to sell supercomputers to the Chi-
nese. 

It got more bizarre. The fellows who 
run this House and the Senate and the 
White House suddenly said I was the 
reason that we were spending too much 
money. Gee, I thought it was their 
President who submitted the first $2 
trillion budget in American history 
and they passed it. Their President 
submitted the first $2.1 trillion budget 
in American history. 

But, Dad, it got more bizarre by the 
hour, because as the gentleman from 
California (Mr. THOMAS) told me I did 
not have good cards, I guess he did not 
want to see this one. Because 2 years 
ago, and 2 weeks ago, he told me he 
could cut taxes and balance the budget. 

Mr. THOMAS, you got an $817 billion 
credibility gap. That is as much debt as 
this Nation incurred in the first 180 
years, and you are telling me now the 
way to prosperity is to stick my kids 
with more borrowing and more debt. 
You were wrong then. You are wrong 
now. 

I love you, Dad. 
Mr. THOMAS. Mr. Speaker, it is my 

pleasure to yield such time as he may 
consume to the gentleman from Lou-
isiana (Mr. MCCRERY). 

Mr. MCCRERY. Mr. Speaker, just to 
make sure everyone knows the record 
of the Republican Congress since we 
took over in 1995, the entire accumula-
tion of debt in this country is due to 
debt that we owe the Social Security 
system and the Medicare system and 
other trust funds. The publicly held 
debt has actually gone down since Re-
publicans took control of this House in 
January of 1995.

Mr. RANGEL. Mr. Speaker, I would 
like to agree with the gentleman from 
Louisiana. It certainly did go down be-
cause they stole the money out of the 
Social Security trust fund in order to 
make it go down. So he scores there. 

Mr. Speaker, I yield 1 minute to the 
gentleman from Texas (Mr. TURNER), 
the ranking member of the Select Com-
mittee on Homeland Security. 

Mr. TURNER of Texas. Mr. Speaker, 
I think that what we on our side of the 
aisle want tonight is just a little hon-
esty. And we believe that instead of 
saying you are giving the American 
people something, you need to be hon-
est with them and let them know that 
whatever you are giving them, you are 
borrowing the money from them in the 
future that they have got to pay back. 
If you are going to be honest, you 
ought to come down here and sign this 
credit application, because you really 
need a pretty big loan to grant this tax 
cut. And I am not sure there are too 
many bankers in this country that 
would give this loan, because if you 
look at our credit history, we owe $6.4 
trillion; we know we are going to owe, 
by your budget, $12 trillion in 10 years. 
That means, if you can imagine, we are 
going to pay $650 billion in interest 10 
years from now just to service that 
debt that you are creating. And do you 
know what? That is more money than 
we are going to be spending on the en-
tire Department of Defense. Your budg-
et says we are going to spend about 
$500 billion on defense 10 years from 
now, but we are going to spend $650 bil-
lion in interest on the debt. 

The truth of the matter is you need 
to come down here and put your name 
on the line and see if you can get this 
loan; and when you walk out of this 
building tonight, look at that big hole 
out there just at the bottom of the 
steps because that is the deficit hole 
that you are digging deeper tonight. 

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentleman from Virginia 
(Mr. MORAN). 

Mr. MORAN of Virginia. Mr. Speak-
er, I do not know how many of my col-
leagues listened to Warren Buffett last 
night. The gentleman from Maryland 
(Mr. HOYER) mentioned it. He talked 
about the fact that this bill is going to 
give him $310 million of additional rev-
enue. It is going to bring his effective 
tax rate down to 3 percent. But he 
looked at his secretary and he realizes 
that her effective tax rate is still going 
to be 30 percent. He says, yeah, this is 
class warfare and my class is winning. 
But it is wrong. I am going to win, 
whatever happens. I want the people of 
America to be as productive as pos-
sible. And to be productive, they need 
to be well educated. They need to have 
decent health care. They need to be 
able to provide for their families. And 
they cannot be saddled by trillions of 
dollars of debt. 

He is opposed to this because he 
knows it is wrong for America and he 
knows it is not fair. We offered some-
thing that was fair. We offered some-
thing that was fiscally responsible. 
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That is what America wants. But 
America is not going to get it because 
here it is at 1 a.m. in the morning talk-
ing about a tax cut of hundreds of bil-
lions of dollars, $1 trillion over the 
next decade. That is not the way to 
treat the people that elected us. 

Mr. THOMAS. Mr. Speaker, it is my 
pleasure to yield 2 minutes to the gen-
tleman from Ohio (Mr. PORTMAN), a 
member of the Committee on Ways and 
Means. 

Mr. PORTMAN. Mr. Speaker, I am 
interested to know that Warren Buffett 
has become the icon of the Democrat 
Party. I hope he will use all that 
money that he is going to get from this 
tax bill to invest. I was just informed 
that he just started a new business in 
Texas, a retail store, where he is going 
to employ 100 people. That is what we 
want him to do with the money. That 
is the idea. This is all about jobs and 
savings and investment. 

We have heard a lot of conversation 
tonight about how it is going to grow 
the deficit. When I was first elected 
after 40 years of Democrat control, our 
deficit was about 4.7 percent of our 
budget. This year even if we take the 
figures of the gentleman from South 
Carolina (Mr. SPRATT), which I think 
are pessimistic because he does not see 
the growth that comes out of this bill, 
it will be about 3 percent of our budget. 
Every economist will tell you, right, 
left or center, what is important is 
what is it as a percentage of our econ-
omy, how much of our economy is rep-
resented by deficit. 

How do we get out of that? Let us go 
back to the gentleman from Mary-
land’s history. I was not here when 
John Kennedy was elected. I did not 
know him. I was here in 1997 when this 
House courageously passed the bal-
anced budget agreement. I did see John 
Kasich down there on the floor talking 
about the need to keep our spending 
under control. You know what he did? 
He said, we are going to try to get to a 
balanced budget, if we can, by the year 
2002.

b 0115 
We all applauded because we were 

spending too much money, and we 
needed to get our budget under control. 
Just restrain spending. What hap-
pened? Two years later, by 1999, we did 
not have a deficit. The next year we 
had a surplus. Why did it happen? It 
happened because the economy grew, 
because we had more savings and more 
investment, and that is what is lacking 
right now. 

If we ask the economists, Alan 
Greenspan, and say did the 2001 tax 
cuts help? It made us have the most 
shallow recession in history rather 
than a deep recession. If we ask people 
what is going to happen when we pro-
vide more capital to small business to 
expand plant and equipment and create 
more jobs, they are going to say it is 
not only going to create over 1.2 mil-
lion jobs within the next year, it is 
going to create more revenue for the 
Federal Government. 

We are not cutting our budget, Mr. 
Speaker. Our budget is going to be 
about 4 percent. What we are doing is 
we are creating growth in this bill. 
What we are doing is in this bill we are 
creating jobs and growth and oppor-
tunity, increasing consumer demand, 
increasing business investment. We can 
differ on what this bill is going to cre-
ate in terms of the numbers of jobs, but 
I have not heard one economist say it 
is not going to create jobs. And that is 
what we are going to do in this bill, 1.2 
million jobs. It is all about jobs. It is 
all about growth. It is not about War-
ren Buffett. It is about the small busi-
ness people out there who are going to 
creating those jobs that are going to 
make America a better country. 

Mr. RANGEL. Mr. Speaker, I yield 5 
seconds to the gentleman from Vir-
ginia (Mr. MORAN). 

Mr. MORAN of Virginia. Mr. Speak-
er, I would like to tell the gentleman 
that Warren Buffett said that money 
can be better spent when it is kept in 
corporations, not with individuals. Cor-
porations can build jobs faster, and 
they will. That is why this dividend tax 
cut does not work. 

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentleman from New 
Jersey (Mr. PASCRELL). 

Mr. PASCRELL. Mr. Speaker, even 
the most favorable assessments con-
clude that few jobs are going to be pro-
duced by this tax cut. This President 
could become the first President in 64 
years to preside over a net loss of jobs 
during a single term in office. The 
President’s party staked its future on 
smaller government, balanced budgets, 
and fiscal responsibility. This adminis-
tration refuses to understand that 
Americans will not invest in this econ-
omy because we lack confidence in cor-
porate America. Democrats have spo-
ken forcefully on the issue of corporate 
greed and corporate welfare, corporate 
corruption, which resulted in the steal-
ing of American working retirement 
funds. 

When the President proposed his 
budget in 2001, the administration ac-
tually claimed that there was a danger 
that the Government would pay off the 
debt held by the public too quickly. We 
have selective memory. That is the 
problem on the opposition side. And we 
cannot pass this tonight because there 
will be a scourge on our children and 
our grandchildren. 

Mr. THOMAS. Mr. Speaker, I yield 
myself 30 seconds. 

I really do wish some Members, and 
we do not often do this, although we 
vote on it every day, would read the 
CONGRESSIONAL RECORD, especially the 
day that we debated the tax bill in this 
House for the first time. Because in-
cluded in that CONGRESSIONAL RECORD 
was a historic first. The bipartisan 
Joint Committee on Taxation analyzed 
this tax bill, and they said it was going 
to create jobs, more than 900,000 jobs 
over the next several years. Read it.

Mr. RANGEL. Mr. Speaker, I yield 1 
minute to the gentleman from Illinois 
(Mr. EMANUEL). 

Mr. EMANUEL. Mr. Speaker, since 
everybody liked to quote President 
Kennedy, I would like to quote Presi-
dent Reagan: ‘‘Facts are a stubborn 
thing.’’

After the 2001 tax cut, 2.5 million 
Americans have lost their jobs, 5 mil-
lion Americans have lost their 
healthcare, $1 trillion worth of cor-
porate assets have been foreclosed on, 
and 2 million Americans have walked 
out of the middle class into poverty. 
Facts are stubborn things. 

We can produce economic growth if 
we reduce the deficit, open up markets 
to American-made products and invest 
in education and healthcare. That is 
what we proved collectively in the 
1990s, both the government, the private 
sector and the American people. They 
invested in their economic future. 
They invested in their children. We 
gave college education grants and tax 
credits so they can do that. That is an 
approach that is proven time and 
again. 

Rather than change course and in-
vest in our future, we are putting our 
foot on the accelerator pedal to get the 
same results that we have produced to 
date: 2.5 million Americans without 
work. And on June 6 a new unemploy-
ment number will come out, and we 
will get 3 million people without work. 
That will be the net result. Facts are 
stubborn things. 

Mr. THOMAS. Mr. Speaker, I yield 
21⁄2 minutes to the gentleman from 
Georgia (Mr. COLLINS), a member of the 
Committee on Ways and Means. 

Mr. COLLINS. Mr. Speaker, I thank 
the chairman for yielding me this 
time. 

Mr. Speaker, I never have met Mr. 
Buffett. But if he is going to get $358 
million out of this tax bill, I hope he 
will sign the check on the back, give 
me a call, and I will go pick it up and 
bring it back and give it to Mr. Snow 
at Treasury. That will maybe please 
him and please a lot of other folks. 

Let me tell the Members about a 
young couple in Georgia, making about 
$40,000 a year, three children. The wife 
does not work. She is raising the chil-
dren. She called today and said, 
Momma, I heard on the radio that we 
are going to get a refund check on the 
child tax credit. Is that true? We sure 
could use it. 

It is true. But not only is that true, 
but the bottom line of her husband’s 
paycheck will be better because of the 
repeal of the marriage penalty, because 
of the reduction in the marginal rate, 
and they are going to enjoy those few 
extra dollars that they earn whether 
Mr. Buffett enjoys his or not, but I bet 
he will invest it. He will not send it 
back. 

There are millions of families like 
that across this country that are going 
to benefit from this tax bill, this 
growth and jobs bill. And it is a jobs 
bill. It is a workers’ bill. Because we 
are changing provisions of the tax law 
that will make us more competitive 
with foreign nations, and our work-
force in this country competes with the 
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workforce in those nations. This is 
going to benefit millions of people who 
get up every day and go to work. They 
work hard to provide for their families. 
They work hard to provide to the com-
munity and to contribute to their 
church. They pay their taxes. They 
play by the rules, millions of families 
like that just like the girl that called 
today and said, Momma, is it true? We 
sure could use the money. And my wife 
says, yes, it is. 

Mr. RANGEL. Mr. Speaker, I yield 
myself such time as I may consume. 

There is a whole lot to this bill I did 
not see, but if that wife is going to ben-
efit from the marriage penalty and she 
is not working, this is an exciting tax 
bill. 

Mr. Speaker, I yield 1 minute to the 
gentlewoman from Texas (Ms. JACK-
SON-LEE). 

(Ms. JACKSON-LEE of Texas asked 
and was given permission to revise and 
extend her remarks.) 

Ms. JACKSON-LEE of Texas. Mr. 
Speaker, I thank the distinguished gen-
tleman from New York, the ranking 
member, for yielding me this time. 

For the history of this Congress, may 
I remind you that in the spring of 2001, 
because of President William Jefferson 
Clinton, we had a $5.6 trillion surplus 
that you have busted. I rise to oppose 
the job bust tax program of 2003. 

Many of you think I may not know 
that you say that you have a $350 bil-
lion tax cut. That is because it is 
smoke and mirrors. There is a 50 per-
cent increase in the loss of jobs in the 
United States. You only create two 
jobs per $1 million. If you did the 
Democratic plan and invested in trans-
portation, it would be 13 jobs; invested 
in rail, it would be 15 jobs; invested in 
healthcare, 26 jobs; public education, 28 
jobs; and other, 27 jobs, first respond-
ers, police. 

All you are doing is taking the 
money and putting it in the pockets of 
the rich folks so they can run to the 
vacation spots of the world. 

I want to create jobs. Vote against 
the bust job program of 2003.

Mr. Speaker, the American people are suf-
fering right now. Unemployment is up 50 per-
cent, with millions of jobs being lost in our 
‘‘jobless recovery.’’ Even the new 6 percent 
unemployment figure is a gross underestimate 
of the problem, since it does not include the 
millions of people who have been out of work 
for long periods of time, or who have given up 
on finding work until the situation improves. 

Coupled to the unemployment is the fact 
that every year 75 million Americans find 
themselves without health insurance for some 
part of that year. That is a disgrace. 

Our States have billions of dollars of budget 
shortfalls. We have states that are firing teach-
ers while politicians in D.C. are on stage talk-
ing about ‘‘leaving no child behind.’’

We have states that are cutting kids out of 
SCHIP programs to provide mental health 
care, dental care, all kinds of medical treat-
ment to children. In my District in Houston, 
mental health clinics are shutting down. What 
kind of compassionate conservatism is that? 

We have about 200,000 young soldiers 
fighting for this nation in Iraq and Afghanistan, 

who will soon be Veterans. And we are cutting 
Veterans benefits.

There are 40 million people suffering with 
HIV/AIDS in Africa and we have offered them 
$15 billion, which is a good start but is just a 
fraction of what they need. 

We have made commitments to the people 
of Afghanistan and Iraq to get them on the 
road to stability and prosperity, and that will 
cost money. 

And what is the Republican answer to all of 
these pressing needs? A massive tax cut, 
skewed toward the richest in America. 

During the Presidential Campaign, then 
Governor Bush proclaimed that the economy 
was perfect, the Dow and NASDAQ were off 
the charts, unemployment was low, and 
growth good, and we were generating surplus 
revenues. Therefore, he said it was the perfect 
time for a $1.6 trillion dollar tax cut. Then once 
he was elected, President Bush informed us 
that the markets were crashing, we were en-
tering a recession, and therefore it was the 
perfect time for a $1.6 trillion dollar tax cut. 

Regardless of the question, the answer is 
the same. That frightens me. One journalist I 
heard last week suggested that if an asteroid 
were about to strike the planet, the Repub-
licans would suggest tax cuts. 

Last month, we were told by the President’s 
press secretary Ari Fleischer that tax cuts for 
the rich were the way to support the troops. 
This week, they are the way to create jobs. 
This argument does not hold water. Let’s look 
at the numbers on this chart. Of course these 
are last week’s numbers, since only one or 
two Members in this Chamber have actually 
had a chance to see the bill that we are now 
being forced to vote on. According to the 
President himself, a $550 billion tax cut would 
produce 1 million jobs. That is $550,000 per 
job! What kinds of jobs are these? That trans-
lates to only 2 jobs for every $1 million dollars 
of federal investment. And that is a terrible re-
turn. 

On the other hand, $1 million invested in 
state/local health care programs supports 26 
jobs, instead of just 2. In public education, $1 
million creates 28 jobs. In other state and local 
programs such as homeland security, police, 
fire—1 million dollars can produce 27 jobs. 
These programs thus create more than 10 
times as many jobs as the Republican plan. I 
keep hearing from my Republican colleagues 
that we have to give rich people money, be-
cause poor people don’t give people jobs. 

This is exactly wrong. When you give 
money to people who really need it, they 
spend it. They buy food, and clothes, and 
health care, cars, even homes if they are 
lucky. Who do they buy those things from? 
Businesses of all sorts. And those businesses 
grow, and that makes jobs. Why wait for a 
trickle down, when we can shoot a geyser up 
and stimulate this economy? 

And in addition to the jobs, these programs 
improve quality of life, they make our neigh-
borhoods safer, they help our children grow up 
happy, and healthy, and well-educated. 

Instead, here we are in the wee hours of the 
night watching our colleagues across the aisle 
rubber-stamping another poorly-thought-out 
plan from the President. As usual, it does not 
help the people who need it. As with the last 
tax cut, economists predict that it will not stim-
ulate growth. 

This tax-cut focuses almost all of the bene-
fits on the rich, which didn’t work last time. 

More than half of the cuts go to the richest 5 
percent of Americans. The lower 60 percent of 
Americans get a more 8.1 percent of the ben-
efits. The people who need it, and who will 
spend it, get almost nothing.

And what makes it worse is the gimmicks. 
The Republicans used smoke and mirrors to 
make this tax cut look cheaper than it really is. 
It is really almost the same as the $550 billion 
cut from last week. They did it by making their 
tax cuts expire in a few years. Of course they 
assume that the tax cuts will be extended, be-
cause if you cut taxes on dividends and then 
raise them again, a lot of people might dump 
their stocks before taxes come back to normal 
and that would hurt the markets. As many 
economists have noted, uncertainty about the 
future of taxes is worse than taxes, so this is 
a dangerous strategy. Adding insult to injury, 
they make the tax cuts on dividends—the 
ones that help the rich—expire in 6 years, but 
they make the child care credits, marriage 
penalty relief, and relief for low-income tax-
payers—which help the middle class and 
working poor—expire in 2 years. 

Again, their priorities are all wrong. And the 
Republicans found no room for smart provi-
sions that would have helped those truly suf-
fering. For example, I offered an amendment 
to protect honest workers losing their jobs due 
to dishonest corporations. The amendment 
would have helped thousands in Houston 
whose lives were ravaged by the Enron scan-
dal, by exempting from taxes funds paid in 
severance packages from corporations going 
into bankruptcy due to corporate malfeasance 
or criminal activity. People who are blind-sided 
like that deserve a break, but the Republicans 
chose to deny them. 

Mr. Speaker, I will vote against this bill. 
Let’s put federal money to work for all of the 
American people—in schools, in health care, 
in homeland security, in paying down the debt. 
Let’s not give the rich a lavish gift on the cred-
it of our children and grand-children. Let’s 
make a plan that will really stimulate con-
fidence and growth, and jobs for the American 
people. First, let us vote this bill down. We 
can wait a week to do this right.

Mr. THOMAS. Mr. Speaker, I yield 
myself 1 minute. 

I do so try to explain to some folks 
here apparently that currently in the 
Tax Code, if we have two people in the 
15-percent bracket, their combined tax 
obligation, and they are both single, is 
less than two people in the same tax 
bracket that are married. There is no 
requirement under current law that 
they both work. One cannot work and 
one can work. But when they are mar-
ried, they are filing a joint return. In 
filing a joint return, they actually pay 
more in taxes than they do with two 
single returns. 

And I make this statement with 
some shock and awe that the ranking 
member of the tax writing committee 
apparently does not understand that. 

Mr. RANGEL. Mr. Speaker, I yield 
myself such time as I may consume. 

It is really great if someone can get 
in the 15-percent bracket and not have 
a job. The IRS is really working over-
time. 

But I know you are not really trying 
to take care of these people. Basically, 
this is a Republican plan that came 
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long before the gentleman became 
chairman of the committee. It has 
very, very little to do with taxes. It is 
just the Republican belief that the Fed-
eral Government should not be in the 
business of providing service to Amer-
ican citizens, that they should just 
take care of national defense and to 
provide the wealth and protection for 
the investors. And for those people who 
are less fortunate, they should rely on 
local and State governments. For that 
reason, we find this enormous increase 
in taxes for working people that work 
in our cities and work in our States. 

We also find our charitable organiza-
tions in deep trouble as the Federal 
Government will be providing less as-
sistance to them in Medicaid and Medi-
care. And even our heroic veterans who 
come home will find that the benefits 
will be sharply reduced for them. Leave 
No Child Behind? Take a look at the 
budget and see how many people are 
left behind. 

We know that some of these pro-
grams have been described as ‘‘third 
rails.’’ We do not want to touch them. 
Leave Social Security alone. But at the 
end of the day, when we see that you 
borrowed all of the money that you can 
and that our great Nation is now pay-
ing interest on the debt that you have 
caused not only tonight but you prom-
ise that you will come back again and 
again and again and we will find our-
selves in more debt, we will be okay, 
those of us in this Chamber. But what 
about our children and our children’s 
children? Do we not owe it to them to 
at least provide the same type of Amer-
ica that our fathers and grandfathers 
provided for us? 

What happened with the surplus that 
we have? How did we have such a tre-
mendous swing from $5 trillion there 
with our hopes and our dreams where 
we could do something? What do you 
leave us with now? A deficit as far as 
we can see, programs that we will 
never be able to initiate? And what will 
you say? The money is just not there? 

You say that this tax bill is going to 
create jobs. Why do we not pull the 
RECORD about what you said the last 
time you came with a $1 trillion tax 
bill and find out where are the jobs 
that you promised then?

b 0130 

We know there is a philosophical dif-
ference between Republicans and 
Democrats. We believe the people 
should be served, and not just the in-
vestor class. 

Is it class warfare? You bet your life. 
But you declared it against the work-
ing people. 

The SPEAKER pro tempore (Mr. 
LAHOOD). The time of the gentleman 
from New York has expired. 

Mr. THOMAS. Mr. Speaker, it is my 
pleasure to yield the balance of my 
time to the gentleman from Texas (Mr. 
DELAY), the majority leader. 

Mr. DELAY. Mr. Speaker, this has 
been a real interesting debate. It cer-
tainly laid out clearly the differences 

between the two parties, and I appre-
ciate that. I think it is good for Amer-
ica, to lay out the differences between 
the two parties. 

But one of the things I noticed in the 
debate is the differences in interpreta-
tion of history. Let me just start by 
saying, the gentleman from Maryland 
laid out the history all the way back 
from Jack Kennedy’s time. I would just 
as soon do it in my time in the legisla-
tive body. 

The gentleman talked about the fact 
that Ronald Reagan cut taxes in 1981 
and the deficits went through the roof. 
The problem was there was a Democrat 
Senate, a Democrat House, and they 
spent $2 for every $1 cut in taxes; and 
the deficits went through the roof. 

Mr. THOMAS. Mr. Speaker, will the 
gentleman yield? 

Mr. DELAY. I yield to the gentleman 
from California. 

Mr. THOMAS. Mr. Speaker, I believe 
the gentleman understands that when 
President Reagan became President, 
under the Constitution the purse 
strings are controlled by the House of 
Representatives, and the Democrats 
were in control of the House.

Mr. DELAY. Mr. Speaker, reclaiming 
my time, following this history, I did 
not hear all the claims of the born-
again deficit hawks about deficits dur-
ing those periods of time. They just 
wanted to keep spending money. 

Then, I have to admit, I voted 
against President Bush’s tax increase. 
Do you know what happened after 
Bush’s tax increase? We had a recession 
that cost him his election. 

I can always remember who won that 
election and came in, never talking 
about balancing the budget, who was 
not a born-again deficit hawk like 
those we have seen tonight. It was a 
President that wanted to keep spend-
ing it. So he passed another tax in-
crease in 1993. Now, that one I voted 
against too. I am very proud of that. 

The problem was for this side of the 
aisle, as the American people did not 
like all the spending in 1993 and 1994, 
they did not like the vision laid out for 
the American people, so they gave the 
Republicans the responsibility of being 
in the majority in the House of Rep-
resentatives. 

The born-again deficit hawks say 
that the 1993 increase gave them sur-
pluses. I do not remember it that way. 
What I remember was we came in and 
we told the American people in the 
Contract with America that we would 
balance the budget. We did. We had the 
Balanced Budget Act of 1997. None of 
you born-again deficit hawks voted for 
that, if I remember, or some did. I take 
that back, some of you did. The vast 
majority of you did not, and told us 
that there would be just horrible 
things; we will not be able to spend any 
more, crying, tears coming down your 
faces, We cannot spend anymore; we 
cannot spend any more. 

Yet we balanced the budget and defi-
cits were going down, and the debt 
went down, because we paid off over $1 
trillion on the debt on our children. 

Now, for the first time in my legisla-
tive career, when George W. Bush took 
over, revenues to the government actu-
ally turned down. Revenues had been 
going up ever since I have been in the 
legislative body. But for the first time 
the revenues actually turned down, 
which created the problem that we 
face. 

Now, if you would have worked with 
us, you new budget deficit hawks, and 
made permanent that tax cut in 2001, 
maybe we would not be losing the jobs 
that you quote that we are losing, and 
if those tax cuts would have been im-
plemented immediately, rather than 
stretching them out, we would have 
had a better economy than we find 
now. So we have to come back to the 
well. 

What is really interesting to me is 
the ranking member was very con-
cerned about the fact that there is a 
conspiracy out there, that this is not 
the only tax cut that there is going to 
be this year. 

There is no conspiracy. We are very, 
very proud of the fact that this House 
of Representatives has passed tax cuts 
every year we have been in the major-
ity. Every year. And do you know 
what? In 81⁄2 years there has not been a 
Federal increase in taxes in this coun-
try. That is even more meaningful. And 
do you know what? This year, this 
ain’t the end of it. We are going to 
have some more, because our budget 
says we can do $1.3 trillion in tax relief 
for the American people, and you bet 
we are coming back with more tax 
cuts. 

So there has been a lot of talk in this 
Chamber about this bill and what it 
would do to the government. In fact, 
one Member of the other side of the 
aisle said cutting taxes hurts the gov-
ernment. I heard her say that, cutting 
taxes hurts the government. 

But the American people want to 
know what this bill will do for them, 
because we are here for them. And do 
you know what? We have an answer to 
that. The jobs and growth package will 
create more than 1 million new jobs. It 
is not as large as some of us wanted; 
but I remind you, it is just the first 
step. 

At any rate, the proof is in the pol-
icy, not the price tag. As many of you 
know, I used to be a small business-
man; and I know, as you do, that tax 
relief for small business means expan-
sion, and to most small businesses, 
that means one thing, hiring new peo-
ple. 

The accelerated rate reductions will 
increase the purchasing and hiring 
power of millions of small businesses 
this year. Add the expensing and depre-
ciation reforms, and you are looking at 
the circulation of billions of dollars, 
this year; and these billions of dollars 
will be in the hands of small business 
men and women responsible for cre-
ating over 70 percent of all new jobs. 

Now, the $500 increase in the child 
tax credit invested over the course of 
18 years could actually enable a high 
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school senior to look at colleges in-
stead of want-ads. The dividend and 
capital gains reforms will help steady 
the stock market and encourage new 
investment at the very moment that 
working Americans will start taking 
home, start taking home, more of what 
they earn. 

Economist Lawrence Kudlow said 
this today about this package. He said 
it would contribute mightily to the re-
building of capital and wealth that was 
decimated in the nearly 3-year stock 
market plunge, 3 long years. 

In that time, the American people 
have faced unprecedented challenges; 
but they have persevered, and now they 
are poised to fuel an unprecedented re-
covery. Interest rates and inflation re-
main low, anxiety about the war in 
Iraq have been eased and consumer 
confidence is on the rise. All the Amer-
ican people need right now is the op-
portunity that they deserve, not the 
government, that they deserve. They 
deserve that opportunity to get this 
economy going again. 

So I urge my colleagues to do the 
right thing. Pass this jobs and growth 
package and give Americans that 
chance.

Mr. HASTERT. Mr. Speaker, I rise in strong 
support of this jobs bill and I urge all my col-
leagues to support it. 

Earlier today, we voted to extend unemploy-
ment compensation once again. I favored that 
legislation because I think that was the right 
thing to do. But it was not the only thing to do. 
We also must pass this jobs bill. Because 
most unemployed Americans don’t want an-
other unemployment check. They want a pay-
roll check. They want a job. Some of my 
Democratic colleagues will oppose this jobs 
bill and support even more unemployment 
compensation. They will oppose this bill be-
cause it increases the deficit as they demand 
that we spend trillions of dollars in bigger gov-
ernment. This misguided philosophy will lead 
us only to bigger government, bigger deficits 
and no jobs. When will you learn that it is the 
private sector that creates jobs in this country? 
That cutting taxes on investment will lead to 
more investors and more jobs? That putting 
more money in the hands of the people 
means putting more people back to work? 
When I was a high school teacher, I used to 
teach these simple lessons. Now, it is time to 
apply these lessons to the task at hand. 

This bill doesn’t go far enough, but it is a 
strong start. It cuts investment taxes by more 
than half, so that investors are not penalized 
for their efforts. It increases small business ex-
pensing and increases bonus depreciation, so 
that small businesses can hire more workers. 
It accelerates earlier tax cuts so that real 
money will go to middle class taxpayers. This 
helps families pay for home improvements, 
college education, or anything else then want. 

These tax cuts are front-loaded so the econ-
omy will get the biggest bang for the buck. 
Some of them are phased out in a couple of 
years in order to fit into the $350 billion budget 
requirement. We will have plenty of time to 
discover if these tax cuts are popular enough 
to extend. My guess is they will be, but Demo-
crats who want to raise revenues to pay for 
bigger government will have their chance to 
make their case. I look forward to that debate. 

But for now, we have a job to do. And that job 
is to create jobs. Vote for this bill. Vote to put 
the American people back to work.

Mr. BLUMENAUER. Mr. Speaker, when fac-
ing a 2003 budget deficit that will likely exceed 
a record $400 billion, Congress should be 
looking for ways to cut red ink. Instead the 
Republican leadership is cutting taxes by $350 
billion and adding more to our debt. Neutral 
observers agree this tax cut package will do 
little to stimulate our sagging national econ-
omy and do little to help the 139,800 unem-
ployed Oregonians. This tax cut package and 
the new budget is leading us towards a $1 tril-
lion deficit over the next 10 years. 

My constituents are clear about their prior-
ities as witnessed by a difficult decision to 
raise taxes that will provide the necessary 
local revenues to help fund education, social 
services and safety programs. Oregon under-
stands that targeted infrastructure investments 
can put people to work tomorrow and better 
our communities. Oregon’s crumbling bridges, 
which jeopardize the economy and safety, will 
cost over $4 billion to repair but would provide 
190,000 jobs and $25 billion in economic ac-
tivity. The Federal Government should be 
helping States and communities address these 
types of needs with targeted investments and 
programs. 

The budget gimmicks, sunsets, and deficits 
created by this bill prevent me from supporting 
it. I will continue to fight for a sample course 
of fiscal responsibility and domestic security 
that can be achieved by taking common sense 
actions. We should not mortgage the future by 
playing fast and loose with the truth today and 
the economy tomorrow.

Mr. UDALL of Colorado. Mr. Speaker, I 
have tried to review the provisions of this con-
ference report, so far as that has been pos-
sible in the very brief time available. I did so 
in the hope that I would find it enough of an 
improvement over the bill the House passed 
by the House earlier this month that I would 
be able to support it. 

Regrettably, however, I have decided that it 
does not meet that test. 

I do think the conference report is better 
than the House-passed bill in several re-
spects. I am especially glad to note that, un-
like the House bill, it provides for giving Colo-
rado and the other States some much-needed 
assistance with meeting Medicaid costs and 
paying for other services. And it also includes 
some other things I support, including the re-
fundable increase in the child credit and the 
elimination of the ‘‘marriage penalty’’ aspects 
of the income tax. 

However, these good features of the con-
ference report are outweighed by its major 
shortcomings. 

For one thing, the aid to the states comes 
with a price—a number of States will lose 
some State revenue as a result of the depre-
ciation and small business expensing provi-
sions, due to linkages between federal and 
state tax codes. In fact, according to one esti-
mate I have seen, if those provisions are ex-
tended and remain in effect through 2013, 
States will lose an estimated $15 billion over 
the decade as a result of the provisions. 

Further, even the child-credit provisions 
could be better. The conference report evi-
dently drops a Senate provision that was tar-
geted on working families with children with in-
comes in the $10,000 to $30,000 range. This 
jettisoned Senate provision would have bene-

fited 11.9 million low-income children and their 
families—one of every six children in the Na-
tion. As it is, data compiled by the Urban Insti-
tute-Brookings Institution Tax Policy Center 
show that while under the Senate bill 18 per-
cent of married and head-of-household filers 
with children would have received no tax cut 
in 2003, under the conference report that will 
rise to 29 percent. To put it another way, mar-
ried filers with two children and incomes be-
tween $10,500 and $21,325 will receive no tax 
cut under the conference agreement—al-
though all such households would have re-
ceived a tax cut under the Senate bill. 

And, like the House-passed bill, the con-
ference report will do little to increase jobs in 
the near future. 

The Urban Institute-Brookings Institution Tax 
Policy Center estimates that 36 percent of all 
U.S. households would receive no tax cut 
whatsoever in 2003 under the conference 
agreement, and 53 percent of households 
would receive a tax cut of $100 or less. They 
also say the average tax cut in 2003 for 
households in the middle of the income spec-
trum, i.e., the middle fifth of Households, 
would be $217. Based on this, it seems clear 
that the conference report, being so focused 
on high-income filers, is likely to be limited ef-
fectiveness in boosting the economy in the 
near term. That’s because high-income house-
holds are likely to spend a smaller share of 
their tax cuts than households of more modest 
means—and only if tax cuts are spent will they 
boost the economy in the near term. 

On the other hand, it seems beyond dispute 
that the conference report will lead to a very 
large increase in the federal deficit and thus to 
a very large, long-term increase in the national 
debt. 

So, like the House-passed bill, it does too 
little to address the real needs of the economy 
and the country, and it does too much to 
make our budgetary problems worse. 

Just as they did when the House debated 
its bill, its supporters are reciting from the 
White House’s cue cards that say it will create 
jobs. They know that is what the American 
people want to hear—because we need to 
begin to make up for the millions of jobs that 
have disappeared over the last two years. 

But I am not persuaded, because no anal-
ysis I have seen—whether by the Congres-
sional Budget Office, Federal Reserve Chair-
man Alan Greenspan, or any other expert—
supports the claim that enacting this con-
ference report will help put very many people 
back to work anytime soon. 

On the other hand, there is no doubt about 
how the bill will affect the Federal budget—it 
will throw it further out of balance and lead to 
much deeper deficits. 

Like the House-passed bill, the conference 
report includes many gimmicks that cloak its 
true cost. Every provision in the bill but one is 
designed to expire between the end of 2004 
and the end of 2008. More provisions expire 
at earlier points in time than under either the 
House or Senate bills. If the provisions sched-
uled to terminate in a few years are ex-
tended—and I am confident that the bill’s sup-
porters will be pushing for that—its total cost 
will be much greater that the amounts its sup-
porters have claimed. 

In fact, according to one estimate I have 
seen, if the bill’s provisions (except the one 
providing relief through the Alternative Min-
imum Tax) ultimately are extended, the cost 
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through 2013 will be $810 billion to $1.06 tril-
lion, depending on how one measures the 
cost of extending the bill’s business deprecia-
tion tax cut. 

But even if I were to suspend my disbelief 
and take it at face value, I would think the cost 
of the conference report—in terms of the def-
icit and the debt—exceeded its benefits. 

As I said when the House first considered 
this tax bill, I think we need to take deficits se-
riously—as Chairman Greenspan reminded us 
again earlier this week, and as was earlier 
spelled out by Peter G. Peterson, President of 
the Concord Coalition, to the Committee on Fi-
nancial Services. 

As Mr. Peterson put it, ‘‘A future of mount-
ing deficits is a cause for grave concern. 
Mounting deficits can slow and even halt the 
steady growth in material living standards that 
has always nourished the American Dream. 
When such deficits are incurred in order to 
fund a rising transfer from young to old, they 
also constitute an injustice against future gen-
erations . . . This policy, after all, constitutes 
an explicit decision by today’s adults to collec-
tively shift the current cost of government from 
themselves to their children and grand-
children.’’

In other words, by leading to deeper deficits 
and bigger debts, this bill would do just what 
President Bush, in his State of the Union ad-
dress, said we should not do—instead of 
meeting today’s challenges, it would simply 
create new problems for our children. 

I don’t think that is sound policy—especially 
when a better alternative is available. That is 
why I objected to the Republican leadership’s 
refusal to allow the House to consider the al-
ternative developed by Representative RAN-
GEL. 

That alternative included very meaningful 
tax cuts. It included an increase in the child 
tax credit to $800 per child, an immediate ex-
pansion of the 10-percent tax-rate bracket to 
levels that under the 2001 tax will would be 
reached in 2008, and immediate elimination of 
the ‘‘marriage penalty’’ aspect of the income 
tax. It also included investment tax credits for 
small businesses, such as business expensing 
up to $75,000 and bonus depreciation. Those 
cuts would immediately put money into the 
pockets of middle-income Americans, who are 
the people most likely to spend it promptly, 
boosting consumer demand and thus helping 
set the stage for an increase business invest-
ment needed to meet that demand. 

The alternative also had other important 
provisions to respond to the immediate needs 
of our country and the American people, in-
cluding a provision to create a permanent, rev-
enue-neutral corporate tax deduction to en-
courage American manufacturing companies 
to expand their operations, as well as a new 
tax incentive to provide a tax credit of up to 
$2,400 to businesses that hire people who 
now are unemployed. 

And, just as important as everything else, 
the alternative was fiscally responsible—fully 
paid for over 10 years. So, it would have 
added as many as a million new jobs without 
adding anything to the deficit. 

Mr. Speaker, I still don’t know why the Re-
publican leadership refused to let the House 
even consider that alternative. Instead, they 
insisted on pushing through a bill that I could 
not support. And, unfortunately, this con-
ference report, while better, is not enough bet-
ter to deserve enactment. So, I must vote 
‘‘no.’’

Mr. LEACH. Mr. Speaker, tax cut initiatives 
must meet two tests: appropriateness and fair-
ness. 

On appropriateness grounds, the question is 
whether the country can afford $400 billion a 
year deficits over the next decade, $600 billion 
a year if Social Security is removed from the 
equation. 

On fairness grounds, the question is wheth-
er the $93,000, which will be saved by an indi-
vidual with a million dollars of income, is cred-
ible when the savings for a middle income car-
penter is likely to be substantially less than 1 
percent of this amount. 

While tax cuts, of course, benefit those who 
pay taxes, higher income individuals particu-
larly, the approach the House is advancing 
today may be the most regressive in American 
history. 

For the past century the American con-
sensus has been that our tax system should 
have graduation. The well-to-do should pay a 
somewhat higher rate than the less well-to-do. 

This tax cut reverses this consensus. The 
middle class will pay more than the poor, but 
the rich will pay at a lower rate than the mid-
dle class and in some cases the working poor. 

This is not fair. Indeed, it is unconscionable. 
Wealth divisions in America will be accen-
tuated by this tax approach and the burden of 
supporting government will be so shifted that 
according to Warren Buffet, it will amount to 
class welfare for high income Americans. 

There are in this bill certain attractive fea-
tures. But on balance and on the whole, the 
case for it is thoroughly uncompelling. It may 
be good politics, but it is dubious economics.

Mr. PASTOR. Mr. Speaker, I rise this 
evening to express my opposition to this Con-
ference Agreement. 

This country needs jobs. Since Inauguration 
Day in January, 2001, more than 2.7 million 
people in this country have lost their jobs. 
Though we took the important step today in 
this House to extend unemployment benefits 
for those still unable to find work, the most im-
portant piece of legislation we will pass today, 
the duplicitously named Jobs and Growth Rec-
onciliation Tax Act, is one that will do nothing 
to help them get another job. It will do nothing 
to stimulate the economy. It will do nothing to 
cause the large corporations in this country to 
create jobs. It will do nothing to convince the 
small businessman to add a position or two to 
his payroll. 

The only thing this bill will do is put this na-
tion further in debt and create bitter fiscal 
hardships for future generations. I suppose if 
there is a bright side to this bill it is that it in-
creases the debt by only $350 billion, whereas 
the President initially wanted to add another 
$726 billion in deficit spending. 

But, don’t be fooled. This $350 billion still 
comes at the cost of the Social Security Trust 
Fund. It still comes at the cost of missing an-
other opportunity to help elder Americans buy 
their prescription drugs. It still comes at the 
cost of falling down schools and the falling 
down dreams of the working single mother try-
ing to find a way to put her children through 
college. 

The President has once again found a way 
to take care of the people who need taking 
care of the least. He has promoted a tax bill 
that makes the wealthy wealthier, while doing 
nothing for the working men and women of 
America. And, while the working class is left 
further behind, the people who are unable to 

find work, the unemployed, are completely 
abandoned. 

Difficult economic times require bold and in-
novative solutions. This bill is only bold in its 
unfairness, and only innovative in its injustice. 

I urge my colleagues to reject this mis-
guided legislation.

Mr. CASTLE. Mr. Speaker, I rise in support 
of the conference report on H.R. 2, the Jobs 
and Economic Growth Reconciliation Tax Act 
of 2003. This bill is a responsible effort to ad-
dress the economic needs and concerns of all 
Americans. This bill is a dramatic improvement 
over the tax legislation previousl considered 
by the House, which I opposed. It is more tar-
geted to help American workers and families 
now and it is lower in cost and more fiscally 
responsible. 

This bill will provide $330 billion in tax relief 
to American taxpayers and $20 billion in fiscal 
aid to the States. More than 272,000 house-
holds in Delaware will receive tax relief and 
hundreds of millions of dollars will be pumped 
into the Delaware economy to create jobs. To 
complement this effort, at my urging, Con-
gress has also just voted to extend unemploy-
ment benefits for an additional 13 weeks 
bringing another $16.5 million to our State and 
much needed relief to Delawareans looking for 
work. 

The final agreement is a fair compromise 
that reduced the overall cost of the legislation 
to a level that is fiscally responsible. This final 
tax relief legislation meets the key tests that I 
urged the House and Senate to achieve. 

First, I urged that this tax relief be better tar-
geted to provide an immediate boost to the 
economy. The final compromise will provide 
immediate relief to working Americans to put 
more money in their pockets now to help 
strengthen the economy this year. As soon as 
this legislation is enacted, American workers 
will have fewer taxes withheld from their pay-
checks, giving 88,000 Delaware households 
more money for the daily needs of their fami-
lies. In addition, this bill will increase the child 
tax credit from $600 to $1,000 giving 77,000 
Delaware families with dependent children a 
rebate check this summer of up to $400 per 
child. This additional disposable income spent 
by families will in turn help our businesses, 
communities and the economy this year. 

The legislation will provide tax relief to all 
working Americans. It speeds the reduction in 
tax rates for all Americans to give them more 
income as soon as possible. By expanding the 
10 percent tax bracket immediately, this legis-
lation will benefit 212,000 Delaware house-
holds, including low and moderate income 
workers by taxing the first $14,000 of income 
for couples and $7,000 for single people at a 
lower 10 percent rate. In addition, it acceler-
ates relief from the marriage penalty tax to 
105,000 Delaware marriaged couples.

The bill will help small businesses by imme-
diately increasing the amount they can deduct 
for new equipment and other expenses. That 
will encourage business owners to buy equip-
ment now and make other investments that 
will build their businesses and create new 
jobs. 

The tax relief provisions in this revised legis-
lation are geared to have the most immediate 
impact in the next 2 years. I had urged that 
these changes be made to help boost the 
economy now without adding unnecessary 
long-term costs to our government. 

Second, the final bill also recognizes that 
there are other pressing needs in our Nation 
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that must be addressed in addition to tax re-
lief. This compromise will provide our states 
with financial assistance that will support pro-
grams to help individuals in need. Most states, 
including my home State of Delaware, are ex-
periencing difficult budgetary times that has 
caused them to limit spending on important 
programs. This legislation will provide $20 bil-
lion in aid to the States over the next 2 years. 
This aid includes $10 billion for essential gov-
ernment services, of which Delaware is esti-
mated to receive $50 million, and $10 billion 
specifically for Medicaid, the federal-state part-
nership to provide important medical care to 
low-income individuals. Delaware’s share of 
the Medicaid funds could be as high as $28 
million. This $78 million in aid to Delaware 
was not included in the original House-passed 
bill and I am pleased it was added in this final 
version. 

Third, I had urged that the original proposal 
to eliminate the double taxation of dividends 
be modified to have a greater immediate eco-
nomic stimulus and to limit the impact of this 
tax cut on the federal budget deficit. This 
issue has been addressed. I opposed the 
original proposal to eliminate the taxation of 
dividends because I did not believe we could 
afford the original $395 billion cost of that sin-
gle proposal at this time. This compromise 
would not eliminate the tax on dividends, but 
it would reduce the rates on capital gains and 
dividends through 2008. This will provide an 
incentive for investment, at a much lower cost 
than the original proposal. With new invest-
ment in business ventures, new jobs will be 
created. 

Finally, I am pleased that the cost this final 
legislation has been significantly reduced from 
earlier proposals and represents a more fis-
cally responsible effort to provide tax relief to 
create jobs and strengthen our economy. This 
was a top priority for me because I am a 
strong advocate of balancing the federal budg-
et, and I believe that any effort to stimulate the 
economy must be weighed against other 
needs and the importance of returning the fed-
eral budget to balance. I opposed the original 
House Budget Resolution which called for 
$750 billion in tax relief because I did not be-
lieve it was affordable at a time when we have 
critical new national security requirements and 
other needs. That budget plan called for a 
$750 billion tax cut as well as unfair and 
unsustainable reductions in important pro-
grams like health care, education and the en-
vironment. I opposed those and was pleased 
that the final budget plan did not include those 
cuts. I also opposed the first tax relief bill 
passed by the House because its cost of $550 
billion was still too great for our current budget 
limits. In response to the concerns expressed 
by me and others in the Senate and House, 
a fair compromise has been reached that will 
provide $330 billion in tax relief to all working 
Americans, as well as $20 billion in direct aid 
to the States.

Some of the tax relief in this bill is tem-
porary, to stimulate the economy now and re-
duce the long-term cost of the legislation. 
Those provisions are part of the compromise 
and are certainly not a perfect solution. Some 
argue that if future Congresses extend these 
provisions, the long-term costs of the tax relief 
to the government are far higher. The sunsets 
act as a budget trigger that will force Con-
gress to revisit these issues with new informa-
tion and debate the best course of action on 

whether to extend the tax cuts beyond the 
years contained in this bill. 

Earlier this month, I called on Congress to 
put together a bill that would provide tax relief 
now to individual Americans, families and 
small businesses in a fiscally responsible 
manner. I stressed that a package could be 
assembled that did not exceed $350 billion. 
Those tests have been met. As I stated, effec-
tive governing requires careful decisions and 
painful compromises. All of us involved in the 
debate have had to make compromises. That 
effort has produced a bill that will return more 
of their hard-earned money to working Ameri-
cans, create jobs for unemployed Americans, 
and help our state governments meet the 
budget challenges they are facing. I am proud 
to have worked hard to ensure that this bill 
fairly addresses the need to provide tax and fi-
nancial relief now, while recognizing that we 
must not jeopardize our efforts to maintain fis-
cal responsibility in our government in the fu-
ture. This bill is a fair effort to meet those tests 
and I support its passage to help all Ameri-
cans and our nation.

Ms. MCCARTHY of Missouri. Mr. Speaker, 
our economy is on the ropes, with unemploy-
ment rising, investments eroding, and families 
feeling increasingly insecure about their fu-
tures. We have serious problems. But they will 
not be solved by wrong remedies. 

I will vote against this bill tonight for two 
reasons: First, it is bad tax policy and ques-
tionable politics. And second, it is reckless and 
irresponsible fiscal policy, and we can’t afford 
it. 

Basic principles of tax policy include cer-
tainty and fairness. 

This bill isn’t certain. It undermines rational 
tax planning or responsible budgeting. It shoe-
horns a size ten tax cut into a size three budg-
et. That may be impressive acrobatics, with 
enough twists and turns to rival a pretzel. But 
it’s bad policy, as even the sponsors candidly 
acknowledge. 

To fit under the budget caps, the bill has 
more sunsets than a Florida vacation: now 
you see the tax break; now you don’t. Here for 
two years; gone tomorrow. Every provision but 
one in the bill expires between 2004 and 
2008, sinking beneath the horizon. 

Taxpayers are confused now by our Tax 
Code. This adds complexity. Indeed, it’s com-
plexity on stilts. How can taxpayers plan with 
disappearing provisions? They can’t. That’s an 
antigrowth policy. 

One thing is certain, however. The bill in-
vites tax shelters. It’s a bonanza for them. The 
Senate’s curb on tax shelter abuses by cor-
porations vanished in the conference. And 
loophole hunters will surely shift income from 
wages to capital gains when possible to take 
advantage of lower rates. 

Nor is the bill fair. Look at the numbers. 
Over half of the tax cuts go to the wealthiest 
five percent of taxpayers. Almost two-thirds 
goes to the top 10 percent. But the bottom 60 
percent of taxpayers get only 8 percent of the 
tax cuts, averaging less than $100 a year over 
the next 4 years. 

An Urban-Brookings Institution Tax Policy 
Center analysis shows that 36 percent of all 
U.S. households would receive no tax cut at 
all in 2003 under the conference bill, and 53 
percent of households would receive a tax cut 
of $100 or less. 

For households in the middle of the income 
spectrum—the middle fifth of households—the 

average tax cut in 2003 would be $217. But 
taxpayers with incomes about $1 million a 
year would average over $90,000. That’s not 
fair. 

Someone once said that you need to set a 
banquet table for the rich to get a few crumbs 
for the poor. This isn’t even a few crumbs. 

The child credit increases from $600 to 
$1,000 in the bill. But the refundable part of 
the child tax credit, targeted to working fami-
lies with incomes between $10,000 and 
$30,000, isn’t accelerated. Twelve million low-
income children and their families—one of 
every six children in the Nation—were 
dropped by the conferees. 

Fair? Here’s what the Center for Budget and 
Policy Priorities said: ‘‘The final agreement is, 
in fact, tilted against lower-income working 
families with children. The conference agree-
ment accelerates all of the child tax credit and 
marriage penalty relief provisions of the 2001 
tax-cut legislation that benefit middle- and 
upper-income families, while failing to accel-
erate either of the child tax credit and mar-
riage penalty relief provisions enacted in 2001 
that are targeted on low- and moderate-in-
come working families. The consequence is 
that low-income working families—the very 
group most likely to spend rather than save 
any tax-cut dollars they receive—are largely 
left out of the legislation.’’

There was also case to be made for elimi-
nating the double taxation of dividends—also 
good tax policy, if we could afford it. But this 
bill skipped that, too. 

So it is bad tax policy, lacking fairness or 
certainty, and missing the reforms and bal-
ance so essential to good legislation. 

And I will vote against this bill also because 
it’s irresponsible fiscal policy. 

I think America knows we’re borrowing 
money to pay for this, that it deepens our 
budget deficit, that it risks our future. And the 
polls reflect that. So America understands. 

But our citizens may not realize how reck-
less this tax cut really is. President Bush pro-
posed a $726 billion tax cut over 10 years. We 
couldn’t afford that since our surpluses have 
evaporated. But this bill will cost far, far more. 
It’s a Trojan Horse of hidden costs. 

This bill is advertised as costing $350 bil-
lion, less than half of Mr. Bush’s cuts. But if 
the bill’s provisions, except the Alternative 
Minimum Tax brief relief, are extended, as all 
observers seem to expect, the cost through 
2013 will be $807 billion to $1.06 trillion. And 
we clearly can’t afford that—deficits as far as 
the eye can see, as we hand the bill to our 
children and grandchildren. 

Mr. Speaker, the goals originally set for this 
bill are noble, and needed: jobs, growth, tax 
relief. Unfortunately, the result in this con-
ference bill fall short. There are measures we 
could have passed that would have provided 
the right balance and the right help. But this 
isn’t one of them. Instead, it is the height of 
fiscal folly. 

And so, Mr. Speaker, this bill is bad tax pol-
icy, bad fiscal policy, unfair, and unwise. It 
helps those who don’t need help. It hurts 
those who do. And we can’t afford it. 

I urge my colleagues to vote no on H.R. 2.
Mr. FALEOMAVAEGA. Mr. Speaker, I want 

to thank my distinguished friend and colleague 
from New York, the Ranking Member of the 
Ways and Means Committee, for giving me 
this opportunity to define the congressional in-
tent of the temporary fiscal relief fund for 
American Samoa. 
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Congressman RANGEL, based on our dis-

cussions and as a result of our bi-partisan ef-
forts, it is my understanding that American 
Samoa will receive a temporary payment of 
approximately $5 million in fiscal year 2003 
and $5 million in fiscal year 2004 under the 
provisions of the Jobs and Growth Reconcili-
ation Tax Act of 2003 to improve education, 
health care services, transportation, law en-
forcement and for maintaining other essential 
government services. 

Based on my discussions with the gen-
tleman from New York and distinguished 
members of the Ways and Means Committee, 
it is also my understanding that in the case of 
American Samoa it is the intent of Congress 
that these temporary funds should be used for 
the following purposes and in the following 
way. For fiscal year 2003, $1 million shall be 
used for feasibility studies for harbor renova-
tions at Tau and Anuu, $1.5 for village water 
renovation projects in Leone, Olosega/Sili, and 
Tau, $1 million for the LBJ Medical Center to 
train nurses and doctors, and $1.5 million to 
improve high school libraries. For fiscal year 
2004, $5 million shall be used to purchase a 
ferry to transport passengers and cargo be-
tween the islands of Manua and Tutuila. 

I want to thank the gentleman from New 
York and I also want to thank the Chairman, 
the gentleman from California, for offering me 
this time to clarify the intended use of Amer-
ican Samoa’s temporary fiscal relief funds. 

Again, I appreciate and thank the gentleman 
from New York and the gentleman from Cali-
fornia for supporting my request to include the 
intent of the Collins amendment in the con-
ference report which was helpful in providing 
flex aid to the States and Territories. I am also 
appreciative to you both for clarifying the in-
tended use of American Samoa’s funds.

Mr. ETHERIDGE. Mr. Speaker, I rise in 
strong opposition to this Republican tax bill 
that will add a trillion dollars to the national 
debt, raise interest rates and will do nothing to 
create jobs, build schools, expand health care 
or jump-start our Nation’s economy. The 
American people deserve better. The Demo-
cratic plan will responsibly create one million 
jobs and provide for a strong economic recov-
ery and a prosperous America. 

Let me state that I strongly support some 
provisions of this bill. The child tax credit in-
crease to $1,000 has been a priority of mine, 
and the marriage penalty relief, expanding the 
lowest tax bracket and some of the small busi-
ness incentives are good public policy. But, al-
though I strongly support these provisions, 
they cannot overcome the fundamental flaws 
of this bill. 

Mr. Speaker, too many people in my home 
state are hurting. More than 129,000 North 
Carolina workers have lost their jobs in the 
past 2 years. The Raleigh News and Observer 
reported this morning that as many as 60 per-
cent of North Carolina families do not make 
enough money to meet even basic living 
standards. The story cites a report titled, 
‘‘Working Hard Is Still Not Enough’’ that de-
scribes an economy split between well-paid, 
well-educated workers on the one hand, and 
low-paid, low-skilled workers on the other. We 
need a responsible plan to jump-start the 
economy now, create new jobs and provide 
for prosperity for hard-working Americans. 

One of my first votes as a Member of this 
House was to put the federal government on 
the path to a balanced budget. I am very 

proud that the fiscal discipline we dem-
onstrated in my first term helped to balance 
the budget for the first time in generation and 
contributed to the economic strength of the 
1990s that included 22 million new jobs cre-
ated and the greatest migration of American 
families from poverty to the middle class in our 
nation’s history. Unfortunately, the record of 
the last several years has been a dramatic 
movement in the wrong direction. We’ve lost 
nearly 3 million jobs since the beginning of 
2001, and a million people have fallen out of 
the middle class and into poverty. We can do 
better, and the American people deserve bet-
ter than that sorry record. 

I have joined my Democratic colleagues in 
support of a better plan. The fiscally respon-
sible Rebuilding America Through Jobs Act 
will provide real help to those who have lost 
their jobs, help families weather this economic 
storm and jump-start the economy to create 
new jobs and generate greater prosperity for 
all Americans. 

Specifically, the Democratic bill will continue 
and expand extended unemployment benefits 
for nine months, providing 26 weeks of federal 
benefits for dislocated workers. It expands the 
work opportunity tax credit to give up to a 
$2,400 credit to employs for hiring long-term 
unemployed workers. It increases the child tax 
credit and expands the number of families re-
ceiving the credit. It accelerates the marriage 
penalty relief and the widening of the 10 per-
cent tax rate bracket to allow more taxpayers 
to pay at the lower rate. 

The Democratic bill provides $18 billion in 
assistance to the states for Medicaid and pro-
vides $26 billion for homeland security, trans-
portation infrastructure and education. It ex-
pands to $75,000 for 2 years the amount of 
new investments small businesses can deduct 
from their taxes, allows all firms an acceler-
ated bonus depreciation of 50 percent for 12 
months and reduces the corporate tax rate by 
3.5 percentage points. And the Democratic bill 
maintains fiscal responsibility by suspending 
future tax cuts for the wealthiest few in this 
country. 

Mr. Speaker, with the national debt spiraling 
out of control, the first step Congress should 
take is to stop the hemorrhaging. Today the 
national debt stands at $6.4 trillion, and this 
Republican tax bill will immediately add $350 
billion to that debt. That $350 billion could be 
used to hire 32,369 teachers in my state or 
provide health care to 921,620 North Carolina 
children. Today’s Charlotte Observer called 
the tax bill ‘‘as Texans might say, all hat and 
no cattle.’’

Finally, Mr. Speaker, as leaders of our na-
tional government, our job is to honor the val-
ues of the American people by being respon-
sible stewards of our society, nurturing our 
children and building a stronger America. This 
bill fails on all counts. It is a massively irre-
sponsible giveaway of the public treasury. It 
leaves our children and grandchildren a crush-
ing national debt that condemns them to end-
less struggle. And it handcuffs our ability to 
address national priorities like providing na-
tional security, protecting the homeland, build-
ing quality schools, providing health care for 
our families and creating jobs for American 
workers. 

America deserves better. I urge my col-
leagues to vote against this bill.

Ms. SCHAKOWSKY. Mr. Speaker, I rise in 
strong opposition to H.R. 2, the so-called Jobs 

Growth Tax Act. This legislation embraces 
President Bush’s failed economic policies that 
have damaged the economy. This legislation 
is in fact a job killing package put forth by the 
Republican job killing machine that has al-
ready cost our country over 2 million jobs and 
$7 trillion. 

When President Bush first came to office to 
promote his $1.2 trillion tax cut he promised 
that it would create jobs and help strengthen 
our economy. Now 2 years later, it is clear 
that the President has failed to deliver on his 
promises. The numbers prove that his eco-
nomic policies have completely failed our 
country. 

Since President Bush came to office we 
have lost 2.7 million private sector jobs. Illinois 
has lost over 109,000 jobs since Bush took of-
fice—93,000 from the Chicago area. Nation-
wide, the number of people who have been 
out of work for 6 months or more has tripled 
under the President’s leadership. 

Our State and local governments are paying 
the price for the President’s failures. States 
budget shortfalls are expected to reach as 
high as $80 billion in 2004. In Illinois the figure 
is $5 billion, it may actually be higher. State 
and local governments have been forced to 
raise sales and property taxes to keep their 
schools open and to pay for the most basic of 
services. Working families and seniors are 
forced to pay more in taxes to pay for Repub-
lican tax cuts. 

When President Bush took office we had a 
$5.6 trillion 10-year surplus. We now have a 
$2 trillion deficit over the same period of time. 
According to CBO, the President’s tax cut not 
the war on terrorism accounts for the growth 
in deficit. 

Corporate greed and conflicts of interest 
have hurt our economy. Approximately $4.6 
trillion in stock market wealth has evaporated 
since President Bush took office. Many work-
ers and retirees have lost all their savings. 
Meanwhile, politically connected CEO’s have 
escaped with billions. Corporate fraud and 
greed have undermined confidence in our fi-
nancial markets.

Given all of these facts, it should come as 
no surprise that consumer confidence is at its 
lowest level in a decade. It should also come 
as no surprise that the chairman of SEC, Sec-
retary of the Treasury, and director of the 
OMB have all stepped down. 

So how do the President and Republican 
leaders in Congress respond to this crisis? By 
proposing more of the same failed policies 
that put us in this predicament in the first 
place. It is often said that insanity is defined 
as doing the same thing over and over again 
and hoping for a different result. 

History has proven time and time again that 
the Republican tax plan will do nothing to help 
those who really need it and it will fail to give 
the economy the immediate boost it needs. 
The proposal to lower taxes on dividends will 
only generate nine cents of stimulus for every 
dollar spent. This is a sham growth package. 
It will cost us in dollars and in jobs. 

Over 400 economists oppose cutting taxes 
on dividends, including many Nobel laureates. 
Republicans and Democrats alike have criti-
cized the proposal to lower taxes on divi-
dends. Former Federal Reserve Chairman 
Volker and former Treasury Secretaries Peter 
G. Peterson and Robert Rubin have called the 

VerDate Jan 31 2003 06:07 May 24, 2003 Jkt 019060 PO 00000 Frm 00144 Fmt 7634 Sfmt 9920 E:\CR\FM\A22MY7.339 H22PT2



CONGRESSIONAL RECORD — HOUSE H4729May 22, 2003
proposal to reduce taxes in dividends, ‘‘ill-log-
ical’’ and ‘‘not useful for short-term fiscal stim-
ulus . . . nor would (the tax cuts) spur long-
term economic growth.’’

Meanwhile this legislation fails to embrace 
policies that will stimulate the economy. For 
example, extending unemployment produces 
at least $1.73 of spending for every dollar 
spent. But this plan provides no aid for the un-
employed who have exhausted their benefits. 
In contrast, the Democratic alternative, which 
the Republican majority did not allow us to de-
bate a few weeks ago an alternative that 
would include $27 billion for extending unem-
ployment. Our plan would create 1 million jobs 
over 10 years without increasing debt. 

This conference report does little to help 
working families. According to the Wall Street 
Journal, 53 percent of taxpayers would get 
less than $100. This legislation provides only 
$20 billion for the States over the next 2 
years. When this bill was passed a few weeks 
ago, House Democrats wanted to provide $44 
billion in State aid for health care, education, 
infrastructure improvements and homeland se-
curity. Once again, we were denied an oppor-
tunity to vote on our plan, and the American 
people will pay the price. 

The Republican plan does nothing to close 
corporate loopholes. Corporate taxes are only 
1.3 percent of GDP. This is the lowest they 
have been since the early 1980s. Last year, 
less than half of actual total corporate profits 
were subject to corporate income tax. CSX, 
under Treasury Secretary Snow’s leadership, 
paid no Federal income taxes on its $934 mil-
lion in profits; instead it got a tax rebate of 
$164 million. And Secretary Snow will benefit 
from this legislation to the tune of $100,000. 

This conference report is yet another reck-
less plan to cut taxes for the rich and do noth-
ing for the rest. It is class warfare with the 
Bush class waging war against the middle 
class. 

This ill-conceived plan will place more of a 
burden on working families who are struggling 
to make ends meet to pay for housing, pre-
scription drugs, and other necessities. I agree 
with my Republican colleague, STEVE 
LATOURETTE, who recently said, ‘‘Nobody in 
my district is screaming for tax cuts, they are 
screaming for a prescription drug benefit.’’ In 
the 9th Congressional District my constituents 
will tell you they want jobs and prescription 
drug coverage any day over tax cuts for the 
wealthiest Americans. 

I would like to remind my colleagues on the 
other side of the aisle, that you cannot have 
it both ways. By spending money on tax cuts 
for the wealthiest 1 percent of earners and tax 
dodging corporations we will raise the debt 
and have less money to pay for prescription 
drugs, veterans’ health, and keeping Social 
Security solvent. 

I urge all my colleagues to vote against this 
conference report and to instead support the 
Democratic plan to create jobs and spur eco-
nomic growth. Democrats want to help our 
economy by putting money in the hands of 
people that will spend it. I urge all my col-
leagues to oppose this conference report.

Ms. KILPATRICK. Mr. Speaker, I rise to-
night in opposition to H.R. 2, the conference 
report that gives a tax cut to people earning 
over $300,000 per year, and robs the Federal 
Treasury of needed revenue to fund health 
care, education, and unemployment opportuni-
ties for millions of Americans. 

The conference report does nothing to sig-
nificantly improve the financial plight of des-
titute and dispirited unemployed and under-
employed workers. Over 2.7 million jobs have 
been lost over the past 2 years, and H.R. 2 
will not provide relief to them. The conference 
report is still terribly skewed towards the 
wealthy. The measure before us contains a 
useful provision that increases the child credit 
from $600 to $1,000. The increase is pre-
mised on the flawed notion that a tax credit is 
equivalent to disposable income. The bottom 
line is, unemployed and poor people need em-
ployment and disposable income, not the ex-
pansion of a tax credit. 

I also want to emphasize that States around 
the country, and in particular, Michigan, will 
still have to confront the reality of escalating 
budget deficits and fewer dollars from the Fed-
eral Government to fund needed services. 

As we debate the issues before us, I must 
emphasize that I do not subscribe to supply-
side economic theory, and apparently, neither 
does Federal Reserve Chairman Alan Green-
span, who has criticized the efficacy and tim-
ing of the tax cut that is about to be enacted. 

Mr. Speaker, I continue to be outraged that 
the majority persists in engaging in backroom 
negotiations devoid of input from Democratic 
conferees. Democrats have been marginalized 
at every juncture in the conference process. I 
remain resolute in my refusal to yield. I also 
want to advise my colleagues and the Amer-
ican public of a critical point—Republicans are 
making grandiose promises that will never be 
realized. In the near future, we will all witness 
the folly of H.R. 2, and experience the inevi-
table economic pain that will befall our Nation 
in the aftermath of this massive and ill-advised 
tax cut. For these reasons, I urge my col-
leagues to vote no on H.R. 2.

The SPEAKER pro tempore. All time 
has expired. 

Pursuant to House Resolution 253, 
the previous question is ordered. 

The question is on the conference re-
port. 

Pursuant to House Resolution 253, 
the yeas and nays are ordered. 

The vote was taken by electronic de-
vice, and there were—yeas 231, nays 
200, not voting 4, as follows:

[Roll No. 225] 

YEAS—231

Aderholt 
Akin 
Alexander 
Bachus 
Baker 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bereuter 
Biggert 
Bilirakis 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Bonner 
Bono 
Boozman 
Bradley (NH) 
Brady (TX) 
Brown (SC) 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 

Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Carter 
Castle 
Chabot 
Chocola 
Coble 
Cole 
Collins 
Cox 
Cramer 
Crane 
Crenshaw 
Cubin 
Culberson 
Cunningham 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLay 
DeMint 
Diaz-Balart, L. 
Diaz-Balart, M. 
Doolittle 

Dreier 
Duncan 
Dunn 
Ehlers 
English 
Everett 
Feeney 
Ferguson 
Flake 
Fletcher 
Foley 
Forbes 
Fossella 
Franks (AZ) 
Frelinghuysen 
Gallegly 
Garrett (NJ) 
Gerlach 
Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Goode 
Goodlatte 
Goss 
Granger 
Graves 
Green (WI) 
Greenwood 

Gutknecht 
Hall 
Harris 
Hart 
Hastert 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Hensarling 
Herger 
Hobson 
Hoekstra 
Hostettler 
Houghton 
Hulshof 
Hunter 
Hyde 
Isakson 
Issa 
Istook 
Janklow 
Jenkins 
Johnson (CT) 
Johnson (IL) 
Johnson, Sam 
Jones (NC) 
Keller 
Kelly 
Kennedy (MN) 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Latham 
LaTourette 
Lewis (CA) 
Lewis (KY) 
Linder 
LoBiondo 
Lucas (KY) 
Lucas (OK) 
Manzullo 
Marshall 
Matheson 

McCotter 
McCrery 
McHugh 
McInnis 
McKeon 
Mica 
Miller (FL) 
Miller (MI) 
Miller, Gary 
Moran (KS) 
Murphy 
Musgrave 
Myrick 
Nethercutt 
Ney 
Northup 
Norwood 
Nunes 
Nussle 
Osborne 
Ose 
Otter 
Oxley 
Paul 
Pearce 
Pence 
Peterson (PA) 
Petri 
Pickering 
Pitts 
Platts 
Pombo 
Porter 
Portman 
Pryce (OH) 
Putnam 
Quinn 
Radanovich 
Ramstad 
Regula 
Rehberg 
Renzi 
Reynolds 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Royce 

Ryan (WI) 
Ryun (KS) 
Saxton 
Schrock 
Scott (GA) 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Smith (MI) 
Smith (NJ) 
Smith (TX) 
Souder 
Stearns 
Sullivan 
Sweeney 
Tancredo 
Tauzin 
Taylor (NC) 
Terry 
Thomas 
Thornberry 
Tiahrt 
Tiberi 
Toomey 
Turner (OH) 
Upton 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Weldon (FL) 
Weldon (PA) 
Weller 
Whitfield 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Young (AK) 
Young (FL) 

NAYS—200

Abercrombie 
Ackerman 
Allen 
Andrews 
Baca 
Baird 
Baldwin 
Ballance 
Becerra 
Bell 
Berkley 
Berman 
Berry 
Bishop (GA) 
Bishop (NY) 
Blumenauer 
Boswell 
Boucher 
Boyd 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 
Carson (OK) 
Case 
Clay 
Clyburn 
Conyers 
Cooper 
Costello 
Crowley 
Cummings 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 
DeFazio 
DeGette 
Delahunt 
DeLauro 
Deutsch 
Dicks 
Dingell 

Doggett 
Dooley (CA) 
Doyle 
Edwards 
Emanuel 
Engel 
Eshoo 
Etheridge 
Evans 
Farr 
Fattah 
Filner 
Ford 
Frank (MA) 
Frost 
Gephardt 
Gonzalez 
Gordon 
Green (TX) 
Grijalva 
Gutierrez 
Harman 
Hastings (FL) 
Hill 
Hinchey 
Hinojosa 
Hoeffel 
Holden 
Holt 
Honda 
Hooley (OR) 
Hoyer 
Inslee 
Israel 
Jackson (IL) 
Jackson-Lee 

(TX) 
Jefferson 
John 
Johnson, E. B. 
Jones (OH) 
Kanjorski 
Kaptur 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 
Kleczka 

Kucinich 
Lampson 
Langevin 
Lantos 
Larsen (WA) 
Larson (CT) 
Leach 
Lee 
Levin 
Lewis (GA) 
Lipinski 
Lofgren 
Lowey 
Lynch 
Majette 
Maloney 
Markey 
Matsui 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McDermott 
McGovern 
McIntyre 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Michaud 
Millender-

McDonald 
Miller (NC) 
Miller, George 
Mollohan 
Moore 
Moran (VA) 
Murtha 
Nadler 
Napolitano 
Neal (MA) 
Oberstar 
Obey 
Olver 
Ortiz 
Owens 
Pallone 
Pascrell 
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Pastor 
Payne 
Pelosi 
Peterson (MN) 
Pomeroy 
Price (NC) 
Rahall 
Rangel 
Reyes 
Rodriguez 
Ross 
Rothman 
Roybal-Allard 
Ruppersberger 
Rush 
Ryan (OH) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 

Sanders 
Sandlin 
Schakowsky 
Schiff 
Scott (VA) 
Serrano 
Sherman 
Skelton 
Slaughter 
Smith (WA) 
Snyder 
Solis 
Spratt 
Stark 
Stenholm 
Strickland 
Stupak 
Tanner 
Tauscher 
Taylor (MS) 

Thompson (CA) 
Thompson (MS) 
Tierney 
Towns 
Turner (TX) 
Udall (CO) 
Udall (NM) 
Van Hollen 
Velazquez 
Visclosky 
Waters 
Watson 
Watt 
Waxman 
Weiner 
Wexler 
Woolsey 
Wu 
Wynn 

NOT VOTING—4 

Boehner 
Bonilla 

Combest 
Emerson

b 0156 

Mrs. CUBIN changed her vote from 
‘‘nay’’ to ‘‘yea.’’ 

So the conference report was agreed 
to. 

The result of the vote was announced 
as above recorded. 

A motion to reconsider was laid on 
the table.

f 

PROVIDING FOR AN ADJOURN-
MENT OR RECESS OF THE TWO 
HOUSES 

Mr. DELAY. Mr. Speaker, I send to 
the desk a privileged concurrent reso-
lution (H. Con. Res. 191) and ask for its 
immediate consideration. 

The Clerk will report the concurrent 
resolution. 

The Clerk read as follows:
H. CON. RES. 191

Resolved by the House of Representatives (the 
Senate concurring), That when the House ad-
journs on the legislative day of Thursday, 
May 22, 2003, Friday, May 23, 2003, or Satur-
day, May 24, 2003, on a motion offered pursu-
ant to this concurrent resolution by its Ma-
jority Leader or his designee, it stand ad-
journed until 2 p.m. on Monday, June 2, 2003, 
or until Members are notified to reassemble 
pursuant to section 2 of this concurrent reso-
lution, whichever occurs first; and that when 
the Senate recesses or adjourns on Friday, 
May 23, 2003, or Saturday, May 24, 2003, on a 
motion offered pursuant to this concurrent 
resolution by its Majority Leader or his des-
ignee, it stand recessed or adjourned until 
noon on Monday, June 2, 2003, or at such 
other time on that day as may be specified 
by it Majority Leader or his designee in the 
motion to recess or adjourn, or until Mem-
bers are notified to reassemble pursuant to 
section 2 of this concurrent resolution, 
whichever occurs first. 

SEC. 2. The Speaker of the House and the 
Majority Leader of the Senate, or their re-
spective designees, acting jointly after con-
sultation with the Minority Leader of the 
House and the Minority Leader of the Sen-
ate, shall notify the Members of the House 
and the Senate, respectively, to reassemble 
at such place and time as they may des-
ignate whenever, in their opinion, the public 
interest shall warrant it.

The SPEAKER. The resolution is not 
debatable. 

The question is on the resolution. 
The question was taken; and the 

Speaker announced that the ayes ap-
peared to have it. 

Mr. HOYER. Mr. Speaker, on that I 
demand the yeas and nays. 

The yeas and nays were ordered. 
The vote was taken by electronic de-

vice, and there were—yeas 213, nays 
195, not voting 27, as follows:

[Roll No. 226] 

YEAS—213

Aderholt 
Akin 
Bachus 
Ballenger 
Barrett (SC) 
Bartlett (MD) 
Barton (TX) 
Bass 
Beauprez 
Bereuter 
Biggert 
Bilirakis 
Bishop (UT) 
Blackburn 
Blunt 
Boehlert 
Boehner 
Bonner 
Bono 
Boozman 
Bradley (NH) 
Brady (TX) 
Brown (SC) 
Brown-Waite, 

Ginny 
Burgess 
Burns 
Burr 
Burton (IN) 
Buyer 
Calvert 
Camp 
Cannon 
Cantor 
Capito 
Carter 
Castle 
Chabot 
Chocola 
Coble 
Cole 
Collins 
Cox 
Crane 
Crenshaw 
Cubin 
Culberson 
Cunningham 
Davis, Jo Ann 
Davis, Tom 
Deal (GA) 
DeLay 
DeMint 
Diaz-Balart, L. 
Diaz-Balart, M. 
Dreier 
Duncan 
Dunn 
Ehlers 
English 
Everett 
Feeney 
Ferguson 
Flake 
Fletcher 
Foley 
Forbes 
Franks (AZ) 
Frelinghuysen 
Gallegly 
Garrett (NJ) 
Gerlach 

Gibbons 
Gilchrest 
Gillmor 
Gingrey 
Goode 
Goodlatte 
Goss 
Granger 
Graves 
Green (WI) 
Greenwood 
Gutknecht 
Harris 
Hart 
Hastert 
Hastings (WA) 
Hayes 
Hayworth 
Hefley 
Hensarling 
Herger 
Hobson 
Hoekstra 
Hostettler 
Houghton 
Hulshof 
Hunter 
Hyde 
Isakson 
Issa 
Istook 
Janklow 
Jenkins 
Johnson (CT) 
Johnson (IL) 
Johnson, Sam 
Keller 
Kelly 
Kennedy (MN) 
King (IA) 
King (NY) 
Kingston 
Kirk 
Kline 
Knollenberg 
Kolbe 
LaHood 
Latham 
Leach 
Lewis (CA) 
Lewis (KY) 
Linder 
LoBiondo 
Lucas (OK) 
Manzullo 
McCotter 
McCrery 
McHugh 
McInnis 
McKeon 
Mica 
Miller (FL) 
Miller (MI) 
Miller, Gary 
Moran (KS) 
Murphy 
Musgrave 
Myrick 
Nethercutt 
Ney 
Northup 
Norwood 

Nunes 
Nussle 
Osborne 
Ose 
Otter 
Oxley 
Pearce 
Pence 
Peterson (PA) 
Petri 
Pickering 
Platts 
Pombo 
Porter 
Portman 
Putnam 
Quinn 
Ramstad 
Regula 
Rehberg 
Renzi 
Reynolds 
Rogers (AL) 
Rogers (KY) 
Rogers (MI) 
Rohrabacher 
Ros-Lehtinen 
Royce 
Ryan (WI) 
Ryun (KS) 
Saxton 
Sensenbrenner 
Sessions 
Shadegg 
Shaw 
Shays 
Sherwood 
Shimkus 
Shuster 
Simmons 
Simpson 
Smith (MI) 
Smith (NJ) 
Smith (TX) 
Souder 
Stearns 
Sullivan 
Sweeney 
Tancredo 
Tauzin 
Taylor (NC) 
Terry 
Thomas 
Thornberry 
Tiberi 
Toomey 
Turner (OH) 
Upton 
Vitter 
Walden (OR) 
Walsh 
Wamp 
Weldon (FL) 
Weldon (PA) 
Weller 
Wicker 
Wilson (NM) 
Wilson (SC) 
Wolf 
Young (AK) 

NAYS—195

Abercrombie 
Ackerman 
Alexander 
Allen 
Andrews 
Baca 
Baird 
Baldwin 
Ballance 
Becerra 
Bell 
Berkley 
Berman 
Berry 

Bishop (GA) 
Bishop (NY) 
Blumenauer 
Boswell 
Boucher 
Boyd 
Brady (PA) 
Brown (OH) 
Brown, Corrine 
Capps 
Capuano 
Cardin 
Cardoza 
Carson (IN) 

Carson (OK) 
Case 
Clyburn 
Conyers 
Cooper 
Costello 
Cramer 
Crowley 
Cummings 
Davis (AL) 
Davis (CA) 
Davis (FL) 
Davis (IL) 
Davis (TN) 

DeFazio 
DeGette 
Delahunt 
DeLauro 
Deutsch 
Dingell 
Doggett 
Doyle 
Edwards 
Emanuel 
Engel 
Eshoo 
Etheridge 
Evans 
Farr 
Fattah 
Filner 
Ford 
Frank (MA) 
Frost 
Gephardt 
Gonzalez 
Gordon 
Green (TX) 
Grijalva 
Hall 
Harman 
Hastings (FL) 
Hill 
Hinchey 
Hinojosa 
Hoeffel 
Holden 
Holt 
Honda 
Hooley (OR) 
Hoyer 
Inslee 
Israel 
Jackson (IL) 
Jackson-Lee 

(TX) 
Jefferson 
John 
Johnson, E. B. 
Jones (OH) 
Kanjorski 
Kaptur 
Kennedy (RI) 
Kildee 
Kilpatrick 
Kind 

Kleczka 
Kucinich 
Lampson 
Langevin 
Larsen (WA) 
Larson (CT) 
LaTourette 
Lee 
Levin 
Lewis (GA) 
Lofgren 
Lowey 
Lucas (KY) 
Lynch 
Majette 
Maloney 
Markey 
Marshall 
Matheson 
McCarthy (MO) 
McCarthy (NY) 
McCollum 
McDermott 
McGovern 
McIntyre 
McNulty 
Meehan 
Meek (FL) 
Meeks (NY) 
Menendez 
Michaud 
Millender-

McDonald 
Miller (NC) 
Miller, George 
Mollohan 
Moore 
Moran (VA) 
Nadler 
Napolitano 
Oberstar 
Obey 
Olver 
Ortiz 
Owens 
Pallone 
Pascrell 
Pastor 
Payne 
Pelosi 
Peterson (MN) 
Pomeroy 

Price (NC) 
Rahall 
Rangel 
Reyes 
Rodriguez 
Ross 
Rothman 
Roybal-Allard 
Ruppersberger 
Rush 
Ryan (OH) 
Sabo 
Sanchez, Linda 

T. 
Sanchez, Loretta 
Sanders 
Sandlin 
Schakowsky 
Schiff 
Scott (GA) 
Scott (VA) 
Serrano 
Sherman 
Skelton 
Slaughter 
Snyder 
Solis 
Spratt 
Stenholm 
Strickland 
Stupak 
Tanner 
Tauscher 
Taylor (MS) 
Thompson (CA) 
Thompson (MS) 
Tierney 
Towns 
Turner (TX) 
Udall (CO) 
Udall (NM) 
Van Hollen 
Visclosky 
Waters 
Watson 
Watt 
Weiner 
Wexler 
Whitfield 
Woolsey 
Wu 
Wynn 

NOT VOTING—27 

Baker 
Bonilla 
Clay 
Combest 
Dicks 
Dooley (CA) 
Doolittle 
Emerson 
Fossella 

Gutierrez 
Jones (NC) 
Lantos 
Lipinski 
Matsui 
Murtha 
Neal (MA) 
Paul 
Pitts 

Pryce (OH) 
Radanovich 
Schrock 
Smith (WA) 
Stark 
Tiahrt 
Velazquez 
Waxman 
Young (FL)

b 0214 
So the concurrent resolution was 

agreed to. 
The result of the vote was announced 

as above recorded. 
A motion to reconsider was laid on 

the table.
f 

GENERAL LEAVE 
Mr. DELAY. Mr. Speaker, I ask unan-

imous consent that all Members may 
have 5 legislative days within which to 
revise and extend their remarks on the 
conference report on H.R. 2. 

The SPEAKER pro tempore (Mr. 
LAHOOD). Is there objection to the re-
quest of the gentleman from Texas? 

There was no objection. 
f 

DISPENSING WITH CALENDAR 
WEDNESDAY BUSINESS ON 
WEDNESDAY, JUNE 4, 2003 
Mr. DELAY. Mr. Speaker, I ask unan-

imous consent that the business in 
order under the Calendar Wednesday 
rule be dispensed with on Wednesday, 
June 4, 2003. 
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The SPEAKER pro tempore. Is there 

objection to the request of the gen-
tleman from Texas? 

There was no objection.

f 

b 0215 

CONDITIONAL ADJOURNMENT OF 
THE HOUSE TO TUESDAY, MAY 
27, 2003 

Mr. DELAY. Mr. Speaker, I ask unan-
imous consent that when the House ad-
journs today it adjourn to meet at 2 
p.m. on Tuesday, May 27, 2003, unless it 
sooner has received a message from the 
Senate transmitting its concurrence in 
House Concurrent Resolution 191, in 
which case the House shall stand ad-
journed pursuant to that concurrent 
resolution. 

The SPEAKER pro tempore (Mr. 
LAHOOD). Is there objection to the re-
quest of the gentleman from Texas? 

There was no objection. 

f 

APPOINTMENT OF THE HONOR-
ABLE TOM DAVIS OF VIRGINIA, 
OR THE HONORABLE MIKE 
PENCE, TO ACT AS SPEAKER 
PRO TEMPORE TO SIGN EN-
ROLLED BILLS AND JOINT RESO-
LUTIONS THROUGH JUNE 2, 2003 

The SPEAKER pro tempore laid be-
fore the House the following commu-
nication from the Speaker:

WASHINGTON, DC, 
May 23, 2003. 

I hereby appoint the Honorable TOM DAVIS 
or, if not available to perform this duty, the 
Honorable MIKE PENCE to act as Speaker pro 
tempore to sign enrolled bills and joint reso-
lutions through June 2, 2003. 

J. DENNIS HASTERT, 
Speaker of the House of Representatives.

The SPEAKER pro tempore. Without 
objection, the appointment is ap-
proved. 

There was no objection. 

f 

DECLARATION OF NATIONAL 
EMERGENCY TO PROTECT THE 
DEVELOPMENT FUND FOR IRAQ 
AND CERTAIN OTHER PROPERTY 
IN WHICH IRAQ HAS AN INTER-
EST—MESSAGE FROM THE 
PRESIDENT OF THE UNITED 
STATES (H. DOC. NO. 108–76) 

The Speaker pro tempore laid before 
the House the following message from 
the President of the United States; 
which was read and, together with the 
accompanying papers, without objec-
tion, referred to the Committee on 
International Relations and ordered to 
be printed.
To the Congress of The United States: 

Consistent with section 204(b) of the 
International Emergency Economic 
Powers Act, 50 U.S.C. 1703(b) (IEEPA), 
section 5 of the United Nations Partici-
pation Act (22 U.S.C. 287c) (UNPA), and 
section 301 of the National Emer-
gencies Act, 50 U.S.C. 1631, I hereby re-
port that I have exercised my author-
ity to declare a national emergency to 

deal with the unusual and extraor-
dinary threat posed to the national se-
curity and foreign policy of the United 
States by the threat of attachment or 
other judicial process against the De-
velopment Fund for Iraq, Iraqi petro-
leum and petroleum products, and in-
terests therein, and proceeds, obliga-
tions, or any financial instruments of 
any nature whatsoever arising from or 
related to the sale or marketing there-
of, and interests therein. 

A major national security and for-
eign policy goal of the United States is 
to ensure that the newly established 
Development Fund for Iraq and other 
Iraqi resources, including Iraqi petro-
leum and petroleum products, are dedi-
cated for the well-being of the Iraqi 
people, for the orderly reconstruction 
and repair of Iraq’s infrastructure, for 
the continued disarmament of Iraq, for 
the costs of indigenous civilian admin-
istration, and for other purposes bene-
fiting the people of Iraq. The Develop-
ment Fund for Iraq and other property 
in which Iraq has an interest may be 
subject to attachment, judgment, de-
cree, lien, execution, garnishment, or 
other judicial process, thereby jeopard-
izing the full dedication of such assets 
to purposes benefiting the people of 
Iraq. To protect these assets, I have or-
dered that, unless licensed or otherwise 
authorized pursuant to my order, any 
attachment, judgment, decree, lien, 
execution, garnishment, or other judi-
cial process is prohibited, and shall be 
deemed null and void, with respect to 
the following: 

(a) the Development Fund for Iraq, 
and 

(b) all Iraqi petroleum and petroleum 
products, and interests therein, and 
proceeds, obligations, or any financial 
instruments of any nature whatsoever 
arising from or related to the sale and 
marketing thereof, and interests there-
in, in which any foreign country or a 
national thereof has any interest, that 
are in the United States, that hereafter 
come within the United States, or that 
are or hereafter come within the pos-
session or control of United States per-
sons. 

In addition, by my memorandum to 
the Secretary of State and Secretary of 
Commerce of May 7, 2003 (Presidential 
Determination 2003–23), I made inappli-
cable with respect to Iraq section 620A 
of the Foreign Assistance Act of 1961, 
Public Law 87–195, as amended, and any 
other provision of law that applies to 
countries that have supported ter-
rorism. Such provisions of law that 
apply to countries that have supported 
terrorism include, but are not limited 
to, 28 U.S.C. 1605(a)(7), 28 U.S.C. 1610, 
and section 201 of the Terrorism Risk 
Insurance Act. 

I also have ordered that Executive 
Order 12722 of August 2, 1990, and Exec-
utive Order 12724 of August 9, 1990, 
which blocked property and interests 
in property of the Government of Iraq, 
its agencies, instrumentalities and con-
trolled entities and the Central Bank 
of Iraq that are in the United States, 

that hereafter come within the United 
States, or that are or hereafter come 
within the possession or control of 
United States persons, including their 
overseas branches, and Executive Order 
13290 of March 20, 2003, which con-
fiscated and vested certain Govern-
ment of Iraq accounts, shall not apply 
to the Development Fund for Iraq or to 
Iraqi petroleum or petroleum products, 
and interests therein, and proceeds, ob-
ligations, or any financial instruments 
of any nature whatsoever arising from 
or related to the sale and marketing 
thereof, and interests therein. 

I have delegated to the Secretary of 
the Treasury, in consultation with the 
Secretary of State and the Secretary of 
Defense, the authority to take such ac-
tions as may be necessary to carry out 
the purposes of the Executive Order, 
including the promulgation of rules 
and regulations. I have also authorized 
the Secretary of the Treasury to em-
ploy all powers granted to the Presi-
dent by IEEPA and UNPA to carry out 
the purposes of the Executive Order. I 
am enclosing a copy of the Executive 
Order I have issued. 

GEORGE W. BUSH.
The White House, May 22, 2003.

f 

PRESIDENT BUSH’S TAX CUT 
PROPOSAL 

(Mr. EMANUEL asked and was given 
permission to address the House for 1 
minute and to revise and extend his re-
marks and include extraneous mate-
rial.) 

Mr. EMANUEL. Mr. Speaker, under 
the new tax cut agreement, some inves-
tors could cut their tax liability to 
zero. 

I want to read a few excerpts today 
from the Wall Street Journal: 

‘‘After Congress gets through with 
President Bush’s tax cut proposal, 
some rich investors may be able to 
avoid paying almost any taxes . . . ’’ 

‘‘ . . . This relatively simple strategy 
could become more attractive and con-
venient for wealthy investors because 
investors could obtain tax advantages 
. . . ’’

These quotes provided by one of our 
papers, major papers, the Wall Street 
Journal. 

I would like to read the headline: 
‘‘Some Investors Could Trim Their Tax 
Bills to Near Zero.’’

It will give rich investors tax advan-
tages that the rest of us do not enjoy. 
So if they are not part of the select 
elite, they will see their taxes, prop-
erty taxes and others, go up to make 
up the difference for the privileged few. 
If they do not pay zero this year, they 
actually end up paying taxes. They 
should know that a tax bill was never 
intended to help them. 

So I would like to submit into the 
RECORD the Wall Street Journal article 
and its headline ‘‘Some Investors Could 
Trim Their Taxes to Near Zero.’’ Oth-
ers of us will not be able to have that 
advantage.
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[From the Wall Street Journal, May 22, 2003] 

SOME INVESTORS COULD TRIM THEIR TAX 
BILLS TO NEAR ZERO 

(By John D. McKinnon and Ann Davis) 
After Congress gets through with Presi-

dent Bush’s tax proposal, some rich investors 
may be able to avoid paying almost any 
taxes. 

The latest tax-cut proposal being honed by 
House and Senate leaders Wednesday night 
would reduce tax rates for most investors to 
15 percent from the current 38.6 percent max-
imum for dividends; the typical 20 percent 
for capital gains would also shrink to 15 per-
cent. A Senate plan would go further, allow-
ing taxes on dividends to disappear, at least 
temporarily. 

Those are juicy breaks by themselves, but 
some experts warned the potent changes 
could combine with other existing tax-law 
provisions—particularly the deductibility of 
interest on funds borrowed for capital invest-
ments—to give some investors very low ef-
fective tax rates or even no tax. For exam-
ple, well-to-do taxpayers could borrow large 
sums, sheltering much of their income from 
personal-tax rates that would run as high as 
35 percent under the bill, and invest the 
money in stocks paying dividends that would 
be taxed at very low rates. (Taxpayers may 
have to review some other popular invest-
ment plans.) 

‘‘I guarantee it produces very, very low 
[tax] rates,’’ possibly even zero, says Ronald 
Pearlman, a tax-law professor at Georgetown 
University. 

The strategy is available not for investors 
willing to borrow and invest in growth 
stocks that produce capital-gains income. 
Deductions are somewhat limited by current 
tax rules. Still, without changes in the rules, 
this relatively simple strategy could become 
more attractive and convenient for wealthy 
individuals, because investors could obtain 
tax advantages from investing in dividend-
paying stocks as well. 

And experts warned of still-more-com-
plicated games. Officials estimated that for 
2003, about $290 billion in capital-gains in-
come and $120 billion in dividends would be 
subject to the new 15 percent rate. Pamela 
Olson, the assistant Treasury secretary for 
tax policy, dismissed many of the concerns 
as ‘‘hyperventilating’’ by congressional crit-
ics opposed to the bill. 

Other experts also played down the risk of 
gaming the new tax rules under the emerg-
ing House-Senate compromise. Much of cur-
rent tax-shelter alchemy involves trying to 
turn ordinary income like dividends—now 
taxed at the highest rates—into capital 
gains, which enjoy a preferential tax rate. 
Equalizing the rate for dividends and capital 
gains at 15 percent would eliminate much of 
that gaming and could actually simplifying 
the tax code somewhat.

But Ms. Olson said there are specific avoid-
ance schemes that could be of concern in the 
new system, without citing examples. The 
Treasury might need broad authority to 
write rules to prevent abuses, she said. 
Wednesday, congressional aides were work-
ing on language that would deny the tax 
break for some foreign personal holding com-
panies, which often are located in tax ha-
vens. Foreign companies with U.S. share-
holders generally were going to get the 
break, but some further exceptions were pos-
sible. 

Another potential loophole, some experts 
said, would allow shareholders to signifi-
cantly reduce their capital-gains taxes. That 
would happen because the proposal as now 
envisioned wouldn’t limit companies to dis-
tribute their current earnings. For example, 
a company might issue new shares as divi-
dends until all its historical earnings and 

profits are distributed. Under the tax code, 
shareholders could be able to avoid tax on fu-
ture cash dividends. This is because divi-
dends are taxable as income only to the ex-
tent a company has any accumulated earn-
ings and profits. 

Ms. Olson said she doubted many compa-
nies would try such a move because investors 
would shun firms whose dividend payouts gy-
rated enormously from year to year. 

‘‘I just don’t see how that would happen in 
the real world,’’ she said. During debate in 
Congress, the administration embraced a 
provision that would allow companies to ac-
cumulate earnings over several years that 
could be used to pay out tax-free dividends, 
but would impose some limit on the fund. 

Meanwhile, many ordinary investors also 
could realize more garden-variety tax sav-
ings, for example by trading in their taxable 
bonds for tax-advantaged stock. That would 
also generate a new wave of business for in-
vestment banks, whose underwriting busi-
ness has been moribund. 

‘‘All manner of preferred stocks will be-
come more popular for the retail investor’’ if 
the plan becomes law, because of their newly 
tax-advantaged dividends, said Robert 
Willens, managing director and tax and ac-
counting analyst for Lehman Brothers. And 
many companies will consider replacing 
their debt with equity to take advantage of 
the demand. 

One of the products that could get a boost, 
he said, is convertible preferred. Another 
product he expects to see, which he says 
hasn’t been issued recently, is called ‘‘dis-
counted preferred stock.’’ It is a product 
similar to a zero-coupon bond, where an in-
vestor buys preferred stock at, say, $25 and 
can redeem it at $50 after a seven-year matu-
ration period. The difference between the 
purchase price and the redemption price is 
treated as dividend income. In the old tax 
scheme, this wasn’t attractive because the 
‘‘phantom’’ income of $25 had to be taxed on 
an ‘‘economic accrual basis’’ over the seven-
year period at high rates. ‘‘But at 15%, it be-
gins to look a lot more attractive,’’ he said.

f 

LEAVE OF ABSENCE 

By unanimous consent, leave of ab-
sence was granted to: 

Mr. BONILLA (at the request of Mr. 
DELAY) for today and the balance of 
the week on account of family reasons. 

Mrs. EMERSON (at the request of Mr. 
DELAY) for today after 4:30 p.m. and 
the balance of the week on account of 
attending the graduation of her step-
son at West Point, New York.

f

SENATE BILL REFERRED 

A bill of the Senate of the following 
title was taken from the Speaker’s 
table and, under the rule, referred as 
follows:

S. 515. An act to provide additional author-
ity to the Office of Ombudsman of the Envi-
ronmental Protection Agency; to the Com-
mittee on Energy and Commerce. 

f

ENROLLED BILL SIGNED 

Mr. Trandahl, Clerk of the House, re-
ported and found truly enrolled a bill 
of the House of the following title, 
which was thereupon signed by the 
Speaker:

H.R. 1298. An act to provide assistance to 
foreign countries to combat HIV/AIDS, tu-

berculosis, and malaria, and for other pur-
poses. 

f

SENATE ENROLLED BILL SIGNED 

The SPEAKER announced his signa-
ture to an enrolled bill of the Senate of 
the following title:

S. 330. An act to further the protection and 
recognition of veterans’ memorials, and for 
other purposes.

f 

ADJOURNMENT 

Mr. ROHRABACHER. Mr. Speaker, 
pursuant to House Concurrent Resolu-
tion 191, 108th Congress, I move that 
the House do now adjourn. 

The motion was agreed to. 
Accordingly, pursuant to the pre-

vious order of the House of today, the 
House stands adjourned until 2 p.m. on 
Tuesday, May 27, 2003, unless it sooner 
has received a message from the Sen-
ate transmitting its adoption of House 
Concurrent Resolution 191, in which 
case the House shall stand adjourned 
pursuant to that concurrent resolution. 

Thereupon (at 2 o’clock and 17 min-
utes a.m., Friday, May, 23, 2003), pursu-
ant to the previous order of the House 
of today, the House adjourned until 2 
p.m. on Tuesday, May 27, 2003, unless it 
sooner has received a message from the 
Senate transmitting its adoption of 
House Concurrent Resolution 191, in 
which case the House shall stand ad-
journed pursuant to that concurrent 
resolution.

f 

EXECUTIVE COMMUNICATIONS, 
ETC. 

Under clause 8 of rule XII, executive 
communications were taken from the 
Speaker’s table and referred as follows: 

2344. A letter from the Director, Regu-
latory Review Group, Department of Agri-
culture, transmitting the Department’s final 
rule — 2002 Farm Bill — Conservation Re-
serve Program — Long-Term Policy (RIN: 
0560-AG74) received May 19, 2003, pursuant to 
5 U.S.C. 801(a)(1)(A); to the Committee on 
Agriculture. 

2345. A communication from the President 
of the United States, transmitting a request 
to make available funds for the disaster re-
lief program of the Department of Homeland 
Security; (H. Doc. No. 108—75); to the Com-
mittee on Appropriations and ordered to be 
printed. 

2346. A letter from the Secretary, Depart-
ment of Energy, transmitting the Depart-
ment’s Annual Report for the Strategic Pe-
troleum Reserve, covering calendar year 
2002, pursuant to 42 U.S.C. 6245(a); to the 
Committee on Energy and Commerce. 

2347. A letter from the Chair, Commission 
on International Religious Freedom, trans-
mitting the Commission’s 2003 Annual Re-
port, pursuant to 22 U.S.C. 6412 Public Law 
105—292 section 102; to the Committee on 
International Relations. 

2348. A letter from the Assistant Secretary 
for Legislative Affairs, Department of State, 
transmitting notification of intent to obli-
gate funds for purposes of Nonproliferation 
and Disarmament Fund (NDF) activities; to 
the Committee on International Relations. 

2349. A letter from the Secretary, Depart-
ment of Health and Human Services, trans-
mitting the semiannual report on the activi-
ties of the Office of Inspector General for the 
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period October 1, 2002 through March 31, 2003, 
pursuant to 5 U.S.C. app. (Insp. Gen. Act) 
section 5(b); to the Committee on Govern-
ment Reform. 

2350. A letter from the Chairman, Council 
of the District of Columbia, transmitting a 
copy of D.C. ACT 15-92, ‘‘Fiscal Year 2003 
Budget Support Temporary Act of 2003’’ re-
ceived May 22, 2003, pursuant to D.C. Code 
section 1—233(c)(1); to the Committee on 
Government Reform. 

2351. A letter from the Chairman, Council 
of the District of Columbia, transmitting a 
copy of D.C. ACT 15-91, ‘‘Disposal of District 
Owned Surplus Real Property Temporary 
Amendment Act of 2003’’ received May 22, 
2003, pursuant to D.C. Code section 1—
233(c)(1); to the Committee on Government 
Reform. 

2352. A letter from the Chairman, Council 
of the District of Columbia, transmitting a 
copy of D.C. ACT 15-90, ‘‘Operation Enduring 
Freedom and Operation Iraqi Freedom Ac-
tive Duty Pay Differential Extension Tem-
porary Amendment Act of 2003’’ received 
May 22, 2003, pursuant to D.C. Code section 
1—233(c)(1); to the Committee on Govern-
ment Reform. 

2353. A letter from the Chairman, Council 
of the District of Columbia, transmitting a 
copy of D.C. ACT 15-81, ‘‘Central Detention 
Facility Monitoring Temporary Amendment 
Act of 2003’’ received May 22, 2003, pursuant 
to D.C. Code section 1—233(c)(1); to the Com-
mittee on Government Reform. 

2354. A letter from the Director of Human 
Resources Management, Department of En-
ergy, transmitting a report pursuant to the 
Federal Vacancies Reform Act of 1998; to the 
Committee on Government Reform. 

2355. A letter from the Secretary, Depart-
ment of Housing and Urban Development, 
transmitting the Department’s FY 2002 Re-
port on Performance and Accountability; to 
the Committee on Government Reform. 

2356. A letter from the Chairman and Chief 
Executive Officer, Farm Credit Administra-
tion, transmitting the semiannual report on 
the activities of the Office of Inspector Gen-
eral for the period October 1, 2002 through 
March 31, 2003, pursuant to 5 U.S.C. app. 
(Insp. Gen. Act) section 8G(h)(2); to the Com-
mittee on Government Reform. 

2357. A letter from the Human Resources 
Officer, Selective Service System, transmit-
ting a report pursuant to the Federal Vacan-
cies Reform Act of 1998; to the Committee on 
Government Reform. 

2358. A letter from the Acting Assistant 
Secretary for Fish and Wildlife and Parks, 
Department of the Interior, transmitting the 
Department’s final rule — Endangered and 
Threatened Wildlife and Plants; Establish-
ment of Nonessential Experimental Popu-
lation Status and Reintroduction of Black-
Footed Ferrets in South-Central South Da-
kota (RIN: 1018-AI60) received May 20, 2003, 
pursuant to 5 U.S.C. 801(a)(1)(A); to the Com-
mittee on Resources. 

2359. A letter from the Deputy Assistant 
Administrator for Regulatory Programs, 
NMFS, National Oceanic and Atmospheric 
Administration, transmitting the Adminis-
tration’s final rule — Fisheries of the Exclu-
sive Economic Zone Off Alaska; Steller Sea 
Lion Protection Measures Correction [Dock-
et No. 020718172-3062-03; I. D. 051402C] (RIN: 
0648-AQ08) received May 15, 2003, pursuant to 
5 U.S.C. 801(a)(1)(A); to the Committee on 
Resources. 

2360. A letter from the Acting Director, Of-
fice of Sustainable Fisheries, NMFS, Na-
tional Oceanic and Atmospheric Administra-
tion, transmitting the Administration’s final 
rule — Fisheries of the Exclusive Economic 
Zone off Alaska; Pacific Cod by Catcher Ves-
sels less than 60 Feet Length Overall Using 
Hook-and-line or Pot Gear in the Bering Sea 

and Aleutian Islands [Docket No. 021212307-
3037-02; I.D. 041803C] received May 15, 2003, 
pursuant to 5 U.S.C. 801(a)(1)(A); to the Com-
mittee on Resources. 

2361. A letter from the Acting Director, Of-
fice of Sustainable Fisheries, NMFS, Na-
tional Oceanic and Atmospheric Administra-
tion, transmitting the Administration’s final 
rule — Fisheries of the Exclusive Economic 
Zone Off Alaska; Pacific cod by Vessels 
Catching Pacific Cod for Processing by the 
Offshore Component in the Western Regu-
latory Area of the Gulf of Alaska [Docket 
No. 021122286-3036-02; I.D. 042203A] received 
May 15, 2003, pursuant to 5 U.S.C. 
801(a)(1)(A); to the Committee on Resources. 

2362. A letter from the Acting Director, Of-
fice of Sustainable Fisheries, NMFS, Na-
tional Oceanic and Atmospheric Administra-
tion, transmitting the Administration’s final 
rule — Pacific Halibut Fisheries; Catch Shar-
ing Plan; Correction [Docket No. 030124019-
3040-02; I.D. 010703B] (RIN: 0648-AQ67) re-
ceived May 15, 2003, pursuant to 5 U.S.C. 
801(a)(1)(A); to the Committee on Resources. 

2363. A letter from the Acting Director, Of-
fice of Sustainable Fisheries, NMFS, Na-
tional Oceanic and Atmospheric Administra-
tion, transmitting the Administration’s final 
rule — Fisheries of the Exclusive Economic 
Zone Off Alaska; Yellowfin Sole by Vessels 
Using Trawl Gear in the Bering Sea and 
Aleutian Islands Management Area [Docket 
No. 021212307 3037-02; I.D. 042903A] received 
May 15, 2003, pursuant to 5 U.S.C. 
801(a)(1)(A); to the Committee on Resources. 

2364. A letter from the Director, National 
Oceanic and Atmospheric Administration, 
transmitting the 2002 report on the Status of 
Fisheries of the United States; to the Com-
mittee on Resources. 

2365. A letter from the Director, Adminis-
trative Office of the U.S. Courts, transmit-
ting two reports on the 2002 Activities of the 
Administrative Office of the United States 
Courts and the 2002 Judicial Business of the 
United States Courts, pursuant to 28 U.S.C. 
604(a)(4), (h)(2), and 2412(d)(5); to the Com-
mittee on the Judiciary. 

2366. A letter from the Secretary, Depart-
ment of Health and Human Services, trans-
mitting the Department’s report pursuant to 
the Assets for Independence Act of the Com-
munity Opportunities, Accountability, and 
Training and Educational Services Act of 
1998, Pub. L. 105-285, as amended; to the Com-
mittee on Ways and Means.

f 

REPORTS OF COMMITTEES ON 
PUBLIC BILLS AND RESOLUTIONS 

Under clause 2 of rule XIII, reports of 
committees were delivered to the Clerk 
for printing and reference to the proper 
calendar, as follows:

Mr. SENSENBRENNER: Committee on the 
Judiciary. H.R. 1086. A bill to encourage the 
development and promulgation of voluntary 
consensus standards by providing relief 
under the antitrust laws to standards devel-
opment organizations with respect to con-
duct engaged in for the purpose of developing 
voluntary consensus standards, and for other 
purposes (Rept. 108–125). Referred to the 
Committee of the Whole House on the State 
of the Union. 

Mr. THOMAS: Committee of Conference. 
Conference report on H.R. 2. A billion to 
amend the Internal Revenue Code of 1986 to 
provide additional tax incentives to encour-
age economic growth (Rept. 108–126). Ordered 
to be printed. 

Mr. BOEHNER: Committee on Education 
and the Workforce. H.R. 1119. A bill to amend 
the Fair Labor Standards Act of 1938 to pro-
vide compensatory time for employees in the 

private sector (Rept. 108–127). Referred to the 
Committee of the Whole House on the State 
of the Union. 

Mr. BOEHLERT: Committee on Science. 
H.R. 238. A bill to provide for Federal energy 
research, development, demonstration, and 
commercial application activities, and for 
other purposes; with an amendment (Rept. 
108–128 Pt. 1). Ordered to be printed. 

Mr. REYNOLDS: Committee on 
Rules. House Resolution 253. Resolu-
tion waiving points of order against 
the conference report to accompany 
the bill (H.R. 2) to provide for rec-
onciliation pursuant to section 201 of 
the concurrent resolution on the budg-
et for fiscal year 2004 (Rept. 108–129). 
Referred to the House Calendar. 

f 

TIME LIMITATION OF REFERRED 
BILL PURSUANT TO RULE XII 

Pursuant to clause 2 of rule XII the 
following action was taken by the 
Speaker:

H.R. 238. Referral to the Committee on Re-
sources extended for a period ending not 
later than June 27, 2003.

f

PUBLIC BILLS AND RESOLUTIONS 
Under clause 2 of rule XII, public 

bills and resolutions were introduced 
and severally referred, as follows: 

By Ms. ESHOO (for herself, Mr. 
ENGLISH, Ms. DELAURO, Mr. GEORGE 
MILLER of California, Mrs. 
NAPOLITANO, Ms. BALDWIN, Mr. UDALL 
of New Mexico, Ms. SLAUGHTER, Ms. 
CORRINE BROWN of Florida, Mr. 
BROWN of Ohio, and Mr. WAXMAN): 

H.R. 2203. A bill to clarify the authority of 
the Secretary of Agriculture to prescribe 
performance standards for the reduction of 
pathogens in meat, meat products, poultry, 
and poultry products processed by establish-
ments receiving inspection services and to 
enforce the Hazard Analysis and Critical 
Control Point (HACCP) System require-
ments, sanitation requirements, and the per-
formance standards; to the Committee on 
Agriculture, and in addition to the Com-
mittee on Energy and Commerce, for a pe-
riod to be subsequently determined by the 
Speaker, in each case for consideration of 
such provisions as fall within the jurisdic-
tion of the committee concerned. 

By Mr. MANZULLO: 
H.R. 2204. A bill to amend the provisions of 

titles 5 and 28, United States Code, relating 
to equal access to justice, award of reason-
able costs and fees, and administrative set-
tlement offers, and for other purposes; to the 
Committee on the Judiciary, and in addition 
to the Committee on Small Business, for a 
period to be subsequently determined by the 
Speaker, in each case for consideration of 
such provisions as fall within the jurisdic-
tion of the committee concerned. 

By Mr. LEWIS of Georgia (for himself 
and Mr. KINGSTON): 

H.R. 2205. A bill to establish within the 
Smithsonian Institution the National Mu-
seum of African American History and Cul-
ture, and for other purposes; to the Com-
mittee on House Administration, and in ad-
dition to the Committee on Transportation 
and Infrastructure, for a period to be subse-
quently determined by the Speaker, in each 
case for consideration of such provisions as 
fall within the jurisdiction of the committee 
concerned. 

By Mr. CALVERT (for himself, Mr. 
LEWIS of California, Mrs. BONO, Mr. 
ISSA, and Mr. BACA): 
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H.R. 2206. A bill to designate a Prisoner of 

War/Missing in Action National Memorial at 
Riverside National Cemetery in Riverside, 
California; to the Committee on Veterans’ 
Affairs. 

By Mr. MARKEY (for himself, Mr. 
GEORGE MILLER of California, Mr. 
PASCRELL, Mr. FRANK of Massachu-
setts, Mr. PALLONE, Mr. NEAL of Mas-
sachusetts, Ms. SCHAKOWSKY, Mr. 
MCGOVERN, Mrs. MALONEY, and Mr. 
TIERNEY): 

H.R. 2207. A bill to restore the jurisdiction 
of the Consumer Product Safety Commission 
over amusement park rides which are at a 
fixed site, and for other purposes; to the 
Committee on Energy and Commerce. 

By Mr. DELAY (for himself, Mr. HILL, 
Mr. ALEXANDER, Mr. BALLENGER, Mr. 
BALLANCE, Mr. BARRETT of South 
Carolina, Mr. BARTON of Texas, Mr. 
BEAUPREZ, Mr. BELL, Mr. BILIRAKIS, 
Mr. BISHOP of Georgia, Mrs. 
BLACKBURN, Mr. BOEHNER, Mr. BOU-
CHER, Mr. BRADY of Texas, Ms. GINNY 
BROWN-WAITE of Florida, Mr. BUR-
GESS, Mr. BURR, Mr. BURTON of Indi-
ana, Mr. BUYER, Mr. CAMP, Mr. CAR-
SON of Oklahoma, Ms. CARSON of Indi-
ana, Mr. CARTER, Mr. CHOCOLA, Mr. 
COBLE, Mr. COLLINS, Mr. COMBEST, 
Mr. CONYERS, Mr. CULBERSON, Mr. 
DAVIS of Florida, Mr. DAVIS of Ten-
nessee, Mr. DEAL of Georgia, Mr. 
DEMINT, Mr. LINCOLN DIAZ-BALART of 
Florida, Mr. DINGELL, Mr. DOGGETT, 
Mr. EDWARDS, Mr. EHLERS, Mr. 
ETHERIDGE, Mr. FEENEY, Mr. FER-
GUSON, Mr. FOLEY, Mr. FORBES, Mr. 
FORD, Mr. FROST, Mr. FRANKS of Ari-
zona, Mr. GILLMOR, Mr. GINGREY, Mr. 
GOODE, Mr. GORDON, Mr. GOSS, Mr. 
GREEN of Texas, Mr. HALL, Ms. HAR-
RIS, Mr. HASTINGS of Florida, Mr. 
HAYES, Mr. HENSARLING, Mr. 
HINOJOSA, Mr. HOEKSTRA, Mr. 
HOSTETTLER, Mr. ISAKSON, Mr. JEF-
FERSON, Mr. JENKINS, Mr. JOHN, Ms. 
EDDIE BERNICE JOHNSON of Texas, Mr. 
SAM JOHNSON of Texas, Mr. JONES of 
North Carolina, Mr. KELLER, Mr. KIL-
DEE, Ms. KILPATRICK, Mr. KINGSTON, 
Mr. KNOLLENBERG, Mr. KOLBE, Mr. 
LAMPSON, Mr. LATOURETTE, Mr. 
LEVIN, Mr. LEWIS of Kentucky, Mr. 
LINDER, Mr. MCCOTTER, Mr. MCIN-
TYRE, Ms. MAJETTE, Mr. MARSHALL, 
Mr. MEEK of Florida, Mr. MILLER of 
North Carolina, Mrs. MILLER of 
Michigan, Mr. MILLER of Florida, Mr. 
MORAN of Virginia, Mrs. MYRICK, Mr. 
NEY, Mr. NORWOOD, Mr. ORTIZ, Mr. 
OXLEY, Mr. PAUL, Mr. PENCE, Mr. 
PORTMAN, Mr. PRICE of North Caro-
lina, Mr. PUTNAM, Mr. RODRIGUEZ, 
Mr. ROGERS of Michigan, Ms. ROS-
LEHTINEN, Mr. SANDLIN, Mr. SCHROCK, 
Mr. SCOTT of Georgia, Mr. SESSIONS, 
Mr. SHAW, Mr. SMITH of Texas, Mr. 
SMITH of Michigan, Mr. SOUDER, Mr. 
SPRATT, Mr. STENHOLM, Mr. STEARNS, 
Mr. STRICKLAND, Mr. STUPAK, Mr. 
TANNER, Mr. TAUZIN, Mr. TAYLOR of 
North Carolina, Mr. THORNBERRY, Mr. 
TIBERI, Mr. TURNER of Texas, Mr. 
TURNER of Ohio, Mr. UPTON, Mr. VIS-
CLOSKY, Mr. WAMP, Mr. WATT, Mr. 
WEXLER, Mr. WILSON of South Caro-
lina, and Mr. WOLF): 

H.R. 2208. A bill to amend title 23, United 
States Code, relating to the minimum guar-
antee program; to the Committee on Trans-
portation and Infrastructure. 

By Mr. DINGELL: 
H.R. 2209. A bill to require that diesel fuel 

sold in the United States meet specifications 
designed to facilitate the widespread intro-
duction of clean diesel vehicles in the United 

States, and for other purposes; to the Com-
mittee on Energy and Commerce, and in ad-
dition to the Committee on Ways and Means, 
for a period to be subsequently determined 
by the Speaker, in each case for consider-
ation of such provisions as fall within the ju-
risdiction of the committee concerned. 

By Mr. CASTLE (for himself, Mr. 
BOEHNER, Mr. REGULA, Mr. WILSON of 
South Carolina, Mr. CUNNINGHAM, Mr. 
MURPHY, Mr. ISAKSON, Mr. MCKEON, 
and Mr. BROWN of South Carolina): 

H.R. 2210. A bill to reauthorize the Head 
Start Act to improve the school readiness of 
disadvantaged children, and for other pur-
poses; to the Committee on Education and 
the Workforce. 

By Mr. GINGREY (for himself, Mr. 
BOEHNER, Mr. MCKEON, and Mr. WIL-
SON of South Carolina): 

H.R. 2211. A bill to reauthorize title II of 
the Higher Education Act of 1965; to the 
Committee on Education and the Workforce. 

By Mr. CONYERS (for himself, Mr. 
HINCHEY, Ms. JACKSON-LEE of Texas, 
Mr. CUMMINGS, Mr. CASE, Ms. 
SLAUGHTER, Ms. LEE, Mr. FILNER, Ms. 
WATSON, Ms. SOLIS, Mr. MICHAUD, Mr. 
MCDERMOTT, Mr. PETERSON of Min-
nesota, Mrs. JONES of Ohio, and Mr. 
WATT): 

H.R. 2212. A bill to require the Federal 
Communications Commission to comply 
with the Administrative Procedures Act and 
to adhere to the policies and purposes of 
Communications Act of 1934 favoring diver-
sity of media voices, vigorous economic com-
petition, technological advancement, and 
promotion of the public interest, conven-
ience, and necessity, and for other purposes; 
to the Committee on Energy and Commerce, 
and in addition to the Committee on the Ju-
diciary, for a period to be subsequently de-
termined by the Speaker, in each case for 
consideration of such provisions as fall with-
in the jurisdiction of the committee con-
cerned. 

By Mr. CONYERS (for himself, Mr. 
BERMAN, Mr. DELAHUNT, Mr. WATT, 
Ms. WATERS, Ms. JACKSON-LEE of 
Texas, Ms. LINDA T. SANCHEZ of Cali-
fornia, Mr. SANDERS, Ms. LEE, Mr. 
MCDERMOTT, Mr. FILNER, Ms. 
MILLENDER-MCDONALD, Mrs. JONES of 
Ohio, and Mr. HONDA): 

H.R. 2213. A bill to study the incidence of 
downward departures in criminal cases and 
repeal provisions of the PROTECT Act that 
do not specifically deal with the prevention 
of the exploitation of children; to the Com-
mittee on the Judiciary. 

By Mr. BURR (for himself, Mr. SENSEN-
BRENNER, Mr. TAUZIN, Mr. GOOD-
LATTE, Mr. UPTON, Ms. HART, Mr. 
STEARNS, and Mr. CANNON): 

H.R. 2214. A bill to prevent unsolicited 
commercial electronic mail; to the Com-
mittee on Energy and Commerce, and in ad-
dition to the Committee on the Judiciary, 
for a period to be subsequently determined 
by the Speaker, in each case for consider-
ation of such provisions as fall within the ju-
risdiction of the committee concerned. 

By Mr. BISHOP of New York (for him-
self, Mr. GRIJALVA, Mrs. MALONEY, 
Mr. ISRAEL, Mr. ACEVEDO-VILA, Mrs. 
MCCARTHY of New York, Mr. 
PALLONE, Mr. LANTOS, Ms. LEE, Mr. 
CONYERS, and Mr. MARKEY): 

H.R. 2215. A bill to amend the Federal 
Water Pollution Control Act to ensure that 
sewage treatment plants monitor for and re-
port discharges of raw sewage, and for other 
purposes; to the Committee on Transpor-
tation and Infrastructure. 

By Mr. BACA: 
H.R. 2216. A bill to provide for greater rec-

ognition of Veterans Day each year; to the 
Committee on Veterans’ Affairs. 

By Ms. BERKLEY: 
H.R. 2217. A bill to amend title 38, United 

States Code, to increase burial benefits for 
veterans, and for other purposes; to the Com-
mittee on Veterans’ Affairs. 

By Mr. BOOZMAN (for himself, Mr. 
WAXMAN, Mr. NORWOOD, Mr. SNYDER, 
Mr. FLETCHER, Mr. WELDON of Flor-
ida, Mr. BURGESS, and Mr. BILIRAKIS): 

H.R. 2218. A bill to amend the Federal 
Food, Drug, and Cosmetic Act to provide for 
the regulation of noncorrective contact lens 
as medical devices, and for other purposes; to 
the Committee on Energy and Commerce. 

By Mr. BOSWELL: 
H.R. 2219. A bill to amend title 38, United 

States Code, to permit Department of Vet-
erans Affairs pharmacies to dispense medica-
tions on prescriptions written by private 
practitioners to veterans who are currently 
awaiting their first appointment with the 
Department for medical care, and for other 
purposes; to the Committee on Veterans’ Af-
fairs. 

By Mr. BURGESS (for himself and Ms. 
EDDIE BERNICE JOHNSON of Texas): 

H.R. 2220. A bill to amend the Transpor-
tation Equity Act for the 21st Century with 
respect to NAFTA corridor planning and de-
velopment and coordinated border infra-
structure and safety; to the Committee on 
Transportation and Infrastructure. 

By Mr. BURR (for himself, Mr. TAUZIN, 
Mr. SENSENBRENNER, and Mr. MATHE-
SON): 

H.R. 2221. A bill to provide for availability 
of contact lens prescriptions to patients, and 
for other purposes; to the Committee on En-
ergy and Commerce. 

By Mr. BUYER: 
H.R. 2222. A bill to amend title I of the Em-

ployee Retirement Income Security Act and 
the Internal Revenue Code to allow for alien-
ation of benefits to satisfy court judgments, 
decrees, or orders requiring restitution for 
embezzlement of State or local government 
funds; to the Committee on Education and 
the Workforce, and in addition to the Com-
mittee on Ways and Means, for a period to be 
subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. CAMP: 
H.R. 2223. A bill to amend title XVIII of the 

Social Security Act to provide adequate cov-
erage for immunosuppressive drugs furnished 
to beneficiaries under the Medicare Program 
that have received an organ transplant; to 
the Committee on Ways and Means, and in 
addition to the Committees on Energy and 
Commerce, and Education and the Work-
force, for a period to be subsequently deter-
mined by the Speaker, in each case for con-
sideration of such provisions as fall within 
the jurisdiction of the committee concerned. 

By Mrs. CAPITO (for herself, Mr. 
GOODE, and Mr. CAMP): 

H.R. 2224. A bill to provide for the payment 
of claims of United States prisoners of war in 
the First Gulf War, and for other purposes; 
to the Committee on the Judiciary, and in 
addition to the Committee on International 
Relations, for a period to be subsequently de-
termined by the Speaker, in each case for 
consideration of such provisions as fall with-
in the jurisdiction of the committee con-
cerned. 

By Mrs. CAPPS (for herself, Mr. WAX-
MAN, Mr. TURNER of Ohio, Ms. WOOL-
SEY, Mr. RYAN of Ohio, Ms. DELAURO, 
Mr. SCHIFF, Ms. LOFGREN, Mr. WYNN, 
Mr. ISRAEL, Mr. MCNULTY, Mr. GON-
ZALEZ, Ms. EDDIE BERNICE JOHNSON of 
Texas, Mr. SANDERS, Mr. HINCHEY, 
Ms. NORTON, Mr. ABERCROMBIE, and 
Mr. KUCINICH): 
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H.R. 2225. A bill to authorize the Director 

of the Centers for Disease Control and Pre-
vention to make grants to local educational 
agencies to support the purchase or lease and 
use of vending machines that offer for sale 
healthy foods and beverages in schools; to 
the Committee on Education and the Work-
force, and in addition to the Committee on 
Energy and Commerce, for a period to be 
subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. CASE (for himself and Mr. 
ABERCROMBIE): 

H.R. 2226. A bill to amend title XVIII of the 
Social Security Act to permit reasonable 
cost reimbursement for emergency room 
services provided by Federally qualified 
health centers; to the Committee on Energy 
and Commerce, and in addition to the Com-
mittee on Ways and Means, for a period to be 
subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. CASTLE: 
H.R. 2227. A bill to encourage innovative 

school-based activities to help reduce and 
prevent obesity among children, and for 
other purposes; to the Committee on Edu-
cation and the Workforce, and in addition to 
the Committee on Energy and Commerce, for 
a period to be subsequently determined by 
the Speaker, in each case for consideration 
of such provisions as fall within the jurisdic-
tion of the committee concerned. 

By Mr. CRANE (for himself, Mr. MAT-
SUI, Mr. SHAW, Mr. RANGEL, Mrs. 
JOHNSON of Connecticut, Mr. HOUGH-
TON, Mr. HERGER, Mr. RAMSTAD, Mr. 
SAM JOHNSON of Texas, Mr. COLLINS, 
Mr. PORTMAN, Mr. ENGLISH, Mr. 
HULSHOF, Mr. MCINNIS, Mr. LEWIS of 
Kentucky, Mr. FOLEY, Mr. BRADY of 
Texas, Mr. MCNULTY, Mr. BECERRA, 
and Mr. POMEROY): 

H.R. 2228. A bill to amend the Internal Rev-
enue Code of 1986 to permit the consolidation 
of life insurance companies with other com-
panies; to the Committee on Ways and 
Means. 

By Mr. CRANE: 
H.R. 2229. A bill to amend the Internal Rev-

enue Code of 1986 to allow nonitemizers a de-
duction for a portion of their charitable con-
tributions; to the Committee on Ways and 
Means. 

By Mr. CRANE: 
H.R. 2230. A bill to amend the Internal Rev-

enue Code of 1986 to waive the income inclu-
sion on a distribution from an individual re-
tirement account to the extent that the dis-
tribution is contributed for charitable pur-
poses; to the Committee on Ways and Means. 

By Mr. CRANE: 
H.R. 2231. A bill to amend the Internal Rev-

enue Code of 1986 to exempt the deduction 
for charitable contributions from the phase-
out of itemized deductions; to the Com-
mittee on Ways and Means. 

By Mrs. EMERSON (for herself and Mr. 
BERRY): 

H.R. 2232. A bill to amend the Federal 
Food, Drug, and Cosmetic Act relating to the 
distribution chain of prescription drugs; to 
the Committee on Energy and Commerce. 

By Mr. FRANK of Massachusetts (for 
himself, Mr. PAUL, Mr. ROHRABACHER, 
Ms. SCHAKOWSKY, Mr. ANDREWS, Ms. 
BALDWIN, Mr. BLUMENAUER, Mr. 
CAPUANO, Mr. CASE, Mr. CONYERS, Mr. 
DELAHUNT, Ms. ESHOO, Mr. FARR, Mr. 
HINCHEY, Mr. HONDA, Ms. LEE, Mr. 
MCDERMOTT, Mr. GEORGE MILLER of 
California, Mr. NADLER, Ms. NORTON, 
Mr. SANDERS, Mr. STARK, Mr. THOMP-
SON of California, Mr. WAXMAN, and 
Ms. WOOLSEY): 

H.R. 2233. A bill to provide for the medical 
use of marijuana in accordance with the laws 
of the various States; to the Committee on 
Energy and Commerce. 

By Mr. FRANKS of Arizona (for him-
self, Mr. BOEHNER, Mrs. MUSGRAVE, 
Mr. DOOLITTLE, Mr. KING of Iowa, Mr. 
CANTOR, Mr. FEENEY, Mr. AKIN, Mr. 
TANCREDO, Mr. VITTER, Mr. HOEK-
STRA, Mr. DEMINT, Mr. SOUDER, Mr. 
GARRETT of New Jersey, Mr. BARRETT 
of South Carolina, Mr. BARTLETT of 
Maryland, Mr. BEAUPREZ, Mr. PAUL, 
Mr. PITTS, Mr. RENZI, Mr. HAYWORTH, 
and Mrs. MYRICK): 

H.R. 2234. A bill to amend the Internal Rev-
enue Code of 1986 to provide for a credit 
which is dependent on enactment of State 
qualified scholarship tax credits and which is 
allowed against the Federal income tax for 
charitable contributions to education invest-
ment organizations that provide assistance 
for elementary and secondary education; to 
the Committee on Ways and Means. 

By Mr. GRAVES: 
H.R. 2235. A bill to suspend certain non-

essential visas, in order to provide tem-
porary workload relief critical to the suc-
cessful reorganization of the immigration 
and naturalization functions of the Depart-
ment of Homeland Security, to ensure that 
the screening and monitoring of arriving im-
migrants and nonimmigrants, and the deter-
rence of entry and settlement by illegal or 
unauthorized aliens, is sufficient to maintain 
the integrity of the sovereign borders of the 
United States, and for other purposes; to the 
Committee on the Judiciary. 

By Mr. GREEN of Texas (for himself, 
Mr. FLETCHER, Mr. WAXMAN, Mr. 
SERRANO, Mr. RODRIGUEZ, Mr. BELL, 
Mr. WELDON of Pennsylvania, Ms. 
JACKSON-LEE of Texas, Mr. FROST, 
Mr. TOWNS, Mr. HINOJOSA, Mr. 
GUTIERREZ, Ms. KAPTUR, Mr. KILDEE, 
Mr. ACKERMAN, Mr. MCNULTY, Mr. 
GEORGE MILLER of California, Mr. 
HOEFFEL, Ms. SLAUGHTER, Mr. HALL, 
Mr. PAUL, Mr. NETHERCUTT, Ms. 
ESHOO, Mr. BECERRA, Mr. REYES, Mr. 
BURGESS, Mr. WYNN, Mr. MENENDEZ, 
Ms. LEE, Mr. BOSWELL, Mr. SANDERS, 
Mr. BOOZMAN, Ms. DEGETTE, and Mr. 
KENNEDY of Rhode Island): 

H.R. 2236. A bill to amend title XVIII of the 
Social Security Act to provide coverage 
under the Medicare Program for diabetes 
laboratory diagnostic tests and other serv-
ices to screen for diabetes; to the Committee 
on Energy and Commerce, and in addition to 
the Committee on Ways and Means, for a pe-
riod to be subsequently determined by the 
Speaker, in each case for consideration of 
such provisions as fall within the jurisdic-
tion of the committee concerned. 

By Mr. HINCHEY (for himself, Mr. 
NEAL of Massachusetts, Mr. BOEH-
LERT, Mr. MCNULTY, and Mrs. JO ANN 
DAVIS of Virginia): 

H.R. 2237. A bill to establish within the Na-
tional Park Service the 225th Anniversary of 
the American Revolution Commemorative 
program, and for other purposes; to the Com-
mittee on Resources. 

By Mr. HINOJOSA (for himself, Mr. 
ACEVEDO-VILA, Mr. BACA, Mr. BECER-
RA, Mr. CARDOZA, Mr. GONZALEZ, Mr. 
GRIJALVA, Mr. GUTIERREZ, Mr. 
MENENDEZ, Mrs. NAPOLITANO, Mr. 
PASTOR, Mr. ORTIZ, Mr. REYES, Mr. 
RODRIGUEZ, Ms. ROYBAL-ALLARD, Ms. 
LINDA T. SANCHEZ of California, Ms. 
LORETTA SANCHEZ of California, Mr. 
SERRANO, Ms. SOLIS, Ms. VELAZQUEZ, 
Mr. ALLEN, Mr. ANDREWS, Mr. BELL, 
Mr. BISHOP of New York, Mr. 
BONILLA, Mr. CAPUANO, Mr. CONYERS, 
Mr. DAVIS of Illinois, Mr. DEFAZIO, 

Ms. DEGETTE, Mr. LINCOLN DIAZ-
BALART of Florida, Mr. MARIO DIAZ-
BALART of Florida, Mr. GREEN of 
Texas, Mr. FILNER, Mr. FROST, Mr. 
HOEFFEL, Mr. HOLT, Mr. ISRAEL, Ms. 
JACKSON-LEE of Texas, Mr. KILDEE, 
Mr. LANGEVIN, Ms. LOFGREN, Mr. 
MCGOVERN, Mr. GEORGE MILLER of 
California, Mr. NUNES, Mr. PAYNE, 
Ms. ROS-LEHTINEN, Ms. SCHAKOWSKY, 
Mr. TIERNEY, Mr. UDALL of New Mex-
ico, Ms. WATERS, Mrs. WILSON of New 
Mexico, Ms. WOOLSEY, Mr. VAN 
HOLLEN, Mr. SCHIFF, Mr. ROTHMAN, 
Mr. UDALL of Colorado, Mr. WU, Mr. 
SHERMAN, Mr. SNYDER, Mrs. CAPPS, 
Mr. BERMAN, Mr. CROWLEY, Mr. 
MORAN of Virginia, Mr. NADLER, Mr. 
LARSON of Connecticut, Mr. FARR, 
Mr. DELAHUNT, Mr. FRANK of Massa-
chusetts, Ms. MCCARTHY of Missouri, 
Mr. WAXMAN, Mrs. MALONEY, Mr. 
OWENS, Ms. MILLENDER-MCDONALD, 
Mr. KENNEDY of Rhode Island, Mr. 
MEEK of Florida, Mr. BOSWELL, Mr. 
THOMPSON of California, Mr. CRAMER, 
and Mr. COSTELLO): 

H.R. 2238. A bill to expand and enhance 
post-baccalaureate opportunities at His-
panic-Serving Institutions, and for other 
purposes; to the Committee on Education 
and the Workforce. 

By Mr. HOLT: 
H.R. 2239. A bill to amend the Help Amer-

ica Vote Act of 2002 to require a voter-
verified permanent record or hardcopy under 
title III of such Act, and for other purposes; 
to the Committee on House Administration. 

By Ms. HOOLEY of Oregon (for herself 
and Mr. WALDEN of Oregon): 

H.R. 2240. A bill to amend the Internal Rev-
enue Code of 1986 to assist individuals who 
have lost their 401(k) savings to make addi-
tional retirement savings through individual 
retirement account contributions, and for 
other purposes; to the Committee on Ways 
and Means. 

By Mr. KENNEDY of Rhode Island (for 
himself, Mr. HOYER, Mr. SERRANO, 
Ms. JACKSON-LEE of Texas, Mr. KIL-
DEE, Mr. WYNN, Mrs. NAPOLITANO, Mr. 
FROST, Mr. MCNULTY, Mr. ACEVEDO-
VILA, Mr. LIPINSKI, Ms. LEE, Mr. 
MENENDEZ, and Mr. WAXMAN): 

H.R. 2241. A bill to amend the Public 
Health Service Act with respect to mental 
health services for elderly individuals; to the 
Committee on Energy and Commerce. 

By Mr. KENNEDY of Rhode Island (for 
himself, Mr. CAMP, Mr. KILDEE, Mr. 
PALLONE, Mr. BACA, Ms. NORTON, Mr. 
CARSON of Oklahoma, Mr. FOLEY, Mr. 
HAYWORTH, Mr. FROST, Mr. UDALL of 
New Mexico, Mr. RANGEL, Mr. FIL-
NER, Ms. LEE, Mr. GEORGE MILLER of 
California, Ms. BORDALLO, Mr. 
FALEOMAVAEGA, and Mr. FRANK of 
Massachusetts): 

H.R. 2242. A bill to amend the Homeland 
Security Act of 2002 to include Indian tribes 
among the entities consulted with respect to 
activities carried out by the Secretary of 
Homeland Security, and for other purposes; 
to the Committee on Resources, and in addi-
tion to the Committees on the Judiciary, the 
Budget, Intelligence (Permanent Select), and 
Homeland Security (Select), for a period to 
be subsequently determined by the Speaker, 
in each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. KING of New York (for himself 
and Mrs. MALONEY): 

H.R. 2243. A bill to provide for the partici-
pation of the United States in the thirteenth 
replenishment of the resources of the Inter-
national Development Association, the sev-
enth replenishment of the resources of the 
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Asian Development Fund, and the ninth re-
plenishment of the resources of the African 
Development Fund, and for other purposes; 
to the Committee on Financial Services. 

By Mr. LOBIONDO (for himself, Mr. 
FERGUSON, Mr. SMITH of New Jersey, 
and Mr. SAXTON): 

H.R. 2244. A bill to prohibit the Secretary 
of the Interior from issuing oil and gas leases 
on portions of the Outer Continental Shelf 
located off the coast of New Jersey; to the 
Committee on Resources. 

By Mr. LOBIONDO (for himself and Mr. 
LAMPSON): 

H.R. 2245. A bill to amend the Water Re-
sources Development Act of 1986 to limit the 
non-Federal share of the cost of shore pro-
tection projects; to the Committee on Trans-
portation and Infrastructure. 

By Mr. LOBIONDO (for himself, Mr. 
FROST, Mr. SAXTON, Mr. BRADLEY of 
New Hampshire, Mr. MCNULTY, Mr. 
PALLONE, Mr. PAYNE, Mr. SMITH of 
New Jersey, Mr. MENENDEZ, Mr. GAR-
RETT of New Jersey, Mr. ANDREWS, 
and Mr. NEAL of Massachusetts): 

H.R. 2246. A bill to direct the Secretary of 
Health and Human Services to modify treat-
ment categories for qualification as a reha-
bilitation hospital or unit for purposes of re-
imbursement under the Medicare prospective 
payment system for inpatient rehabilitation 
facilities; to the Committee on Ways and 
Means. 

By Ms. LOFGREN (for herself, Mr. 
ROTHMAN, Mr. CONYERS, Ms. SLAUGH-
TER, Mr. TOWNS, Mr. FILNER, Mr. 
GEORGE MILLER of California, Mr. 
FROST, Mr. FRANK of Massachusetts, 
Mr. OLVER, Ms. CARSON of Indiana, 
and Ms. LORETTA SANCHEZ of Cali-
fornia): 

H.R. 2247. A bill to provide additional pun-
ishment for certain crimes against women 
when the crimes cause an interruption in the 
normal course of their pregnancies, and for 
other purposes; to the Committee on the Ju-
diciary, and in addition to the Committee on 
Armed Services, for a period to be subse-
quently determined by the Speaker, in each 
case for consideration of such provisions as 
fall within the jurisdiction of the committee 
concerned. 

By Ms. MCCOLLUM (for herself, Mr. 
ABERCROMBIE, Ms. EDDIE BERNICE 
JOHNSON of Texas, Mrs. CHRISTENSEN, 
Mrs. DAVIS of California, Mr. 
HINOJOSA, Mr. HOEKSTRA, Ms. MCCAR-
THY of Missouri, Mr. MCGOVERN, Mr. 
MENENDEZ, Mr. NADLER, Mr. SABO, 
and Ms. SLAUGHTER): 

H.R. 2248. A bill to expand coverage under 
the Arts and Artifacts Indemnity Act; to the 
Committee on Education and the Workforce. 

By Mr. MCHUGH (for himself, Mr. 
DAVIS of Illinois, Mr. TOM DAVIS of 
Virginia, Mr. BURTON of Indiana, Mr. 
VAN HOLLEN, Mr. MANZULLO, Mr. PE-
TERSON of Minnesota, Mr. TERRY, Mr. 
ENGLISH, Mr. TANCREDO, Mr. LARSEN 
of Washington, Mr. LOBIONDO, Mrs. 
MALONEY, Mrs. MILLER of Michigan, 
Mr. JANKLOW, Mr. MURPHY, Mr. 
SCHROCK, Mr. OWENS, and Mr. CLAY): 

H.R. 2249. A bill to amend chapter 10 of 
title 39, United States Code, to include post-
masters and postmasters’ organizations in 
the process for the development and plan-
ning of certain personnel policies, schedules, 
and programs of the United States Postal 
Service, and for other purposes; to the Com-
mittee on Government Reform. 

By Mr. MEEK of Florida (for himself, 
Mr. TURNER of Texas, Mr. THOMPSON 
of Mississippi, Ms. ROS-LEHTINEN, Mr. 
REYES, Mrs. LOWEY, Ms. NORTON, and 
Ms. LEE): 

H.R. 2250. A bill to amend the Homeland 
Security Act of 2002 to direct the Secretary 

of Homeland Security to develop and imple-
ment the READICall emergency alert sys-
tem; to the Committee on Energy and Com-
merce, and in addition to the Committee on 
Homeland Security (Select), for a period to 
be subsequently determined by the Speaker, 
in each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. MORAN of Kansas: 
H.R. 2251. A bill to amend the Internal Rev-

enue Code of 1986 to treat as a qualified use 
for purposes of section 2032A land rented on 
a net cash basis to any member of the dece-
dent’s family; to the Committee on Ways and 
Means. 

By Ms. NORTON: 
H.R. 2252. A bill to amend the Internal Rev-

enue Code of 1986 to increase the taxes on 
certain alcoholic beverages and to provide 
additional funds for alcohol abuse prevention 
programs; to the Committee on Ways and 
Means, and in addition to the Committee on 
Energy and Commerce, for a period to be 
subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. POMBO: 
H.R. 2253. A bill to amend section 211 of the 

Clean Air Act to prohibit the use of certain 
fuel additives; to the Committee on Energy 
and Commerce. 

By Mr. PORTER (for himself, Mr. GIB-
BONS, and Ms. BERKLEY): 

H.R. 2254. A bill to designate the facility of 
the United States Postal Service located at 
1101 Colorado Street in Boulder City, Ne-
vada, as the ‘‘Bruce Woodbury Post Office 
Building’’; to the Committee on Government 
Reform. 

By Mr. PRICE of North Carolina: 
H.R. 2255. A bill to extend the suspension of 

certain payments to be made by noncommer-
cial webcasters under sections 112 and 114 of 
title 17, United States Code, and for other 
purposes; to the Committee on the Judici-
ary. 

By Mr. RAMSTAD: 
H.R. 2256. A bill to amend the Employee 

Retirement Income Security Act of 1974, 
Public Health Service Act, and the Internal 
Revenue Code of 1986 to provide parity with 
respect to substance abuse treatment bene-
fits under group health plans and health in-
surance coverage; to the Committee on En-
ergy and Commerce, and in addition to the 
Committees on Education and the Work-
force, and Ways and Means, for a period to be 
subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. REHBERG: 
H.R. 2257. A bill to convey the Lower Yel-

lowstone Irrigation Project, the Savage Unit 
of the Pick-Sloan Missouri Basin Program, 
and the Intake Irrigation Project to the ap-
purtenant Irrigation Districts; to the Com-
mittee on Resources. 

By Mr. RODRIGUEZ (for himself, Ms. 
SOLIS, Mr. GONZALEZ, Mr. BACA, Mr. 
PASTOR, Mr. GUTIERREZ, Mrs. 
NAPOLITANO, Ms. ROYBAL-ALLARD, 
Mr. ORTIZ, Mr. BECERRA, Mr. 
CARDOZA, Mr. REYES, Mr. ACEVEDO-
VILA, Mr. SERRANO, Ms. VELAZQUEZ, 
Mr. HINOJOSA, Ms. LINDA T. SANCHEZ 
of California, Mr. MENENDEZ, Ms. 
DEGETTE, Mr. PALLONE, Mrs. 
CHRISTENSEN, and Mr. ISRAEL): 

H.R. 2258. A bill to provide for programs 
and activities to improve the health of His-
panic individuals, and for other purposes; to 
the Committee on Energy and Commerce. 

By Mr. ROHRABACHER: 
H.R. 2259. A bill to prohibit funds appro-

priated for the Export-Import Bank of the 

United States, any international financial 
institution, or the North American Develop-
ment Bank from being used for loans to a 
country, or for a project or activity in a 
country, and to prohibit the Overseas Pri-
vate Investment Corporation from sup-
porting projects in a country, until the gov-
ernment of the country has honored all 
United States requests to extradite crimi-
nals who have committed a crime punishable 
by life imprisonment or death; to the Com-
mittee on Financial Services, and in addi-
tion to the Committee on International Re-
lations, for a period to be subsequently de-
termined by the Speaker, in each case for 
consideration of such provisions as fall with-
in the jurisdiction of the committee con-
cerned. 

By Ms. ROS-LEHTINEN (for herself, 
Mr. BOUCHER, Ms. CORRINE BROWN of 
Florida, Mr. CONYERS, Mr. LINCOLN 
DIAZ-BALART of Florida, Mrs. JONES 
of Ohio, Mr. LATOURETTE, Mr. LYNCH, 
Mr. MATHESON, Mr. MEEK of Florida, 
Mrs. NAPOLITANO, Mr. POMEROY, Mr. 
SESSIONS, Mr. WELLER, Mr. WEXLER, 
and Ms. WOOLSEY): 

H.R. 2260. A bill to amend subchapter III of 
chapter 83 and chapter 84 of title 5, United 
States Code, to include assistant United 
States attorneys within the definition of a 
law enforcement officer, and for other pur-
poses; to the Committee on Government Re-
form. 

By Ms. LINDA T. SANCHEZ of Cali-
fornia: 

H.R. 2261. A bill to amend the Small Busi-
ness Act to increase the maximum amount 
for which a loan can be made under the 
Microloan Program; to the Committee on 
Small Business. 

By Mr. SANDERS (for himself, Mr. 
NEY, Mr. HOLDEN, Mrs. EMERSON, Mr. 
FILNER, Mr. GEORGE MILLER of Cali-
fornia, Mr. BROWN of Ohio, Mr. BOS-
WELL, Mr. RODRIGUEZ, Mr. MCNULTY, 
Mr. HOEFFEL, Mr. HINCHEY, Ms. ROY-
BAL-ALLARD, Ms. CORRINE BROWN of 
Florida, Mr. FRANK of Massachusetts, 
Mr. COSTELLO, Mrs. MCCARTHY of 
New York, Mr. GREEN of Texas, Mr. 
INSLEE, Ms. KAPTUR, Ms. NORTON, Mr. 
FARR, Mr. LYNCH, Mr. LATOURETTE, 
Ms. WATSON, Mr. STARK, Mr. ISRAEL, 
Mr. ENGLISH, Mr. KILDEE, Mr. KAN-
JORSKI, Mr. ROSS, Mr. FROST, Mr. 
PALLONE, Mr. OLVER, Mr. MCHUGH, 
Ms. SOLIS, Mr. WEXLER, Mr. LUCAS of 
Kentucky, Mr. KUCINICH, Mr. 
DEFAZIO, Mr. DEUTSCH, Mr. ROTHMAN, 
Mr. WAXMAN, Mr. OBERSTAR, Mr. 
MCINTYRE, Mr. MARKEY, Ms. SLAUGH-
TER, Mr. HOLT, Ms. LEE, Mrs. LOWEY, 
Mr. SIMMONS, Ms. JACKSON-LEE of 
Texas, Mr. DOYLE, Ms. SCHAKOWSKY, 
Mr. PASCRELL, Mr. MURTHA, Mr. GOR-
DON, Mrs. NAPOLITANO, Mr. TOWNS, 
Mrs. JO ANN DAVIS of Virginia, Mr. 
LANTOS, Ms. MCCOLLUM, Ms. LORETTA 
SANCHEZ of California, Mr. DUNCAN, 
Mr. PAYNE, Mr. ABERCROMBIE, Mr. 
HALL, Mr. DAVIS of Illinois, Mr. 
CROWLEY, Mr. RYAN of Ohio, Ms. KIL-
PATRICK, Ms. WOOLSEY, Mr. JACKSON 
of Illinois, Mr. MARSHALL, Mr. 
THOMPSON of Mississippi, Mr. WEINER, 
Mr. GONZALEZ, Mr. CUMMINGS, Ms. 
LINDA T. SANCHEZ of California, and 
Mr. MCGOVERN): 

H.R. 2262. A bill to require the establish-
ment of a Consumer Price Index for Elderly 
Consumers to compute cost-of-living in-
creases for Social Security and Medicare 
benefits under titles II and XVIII of the So-
cial Security Act; to the Committee on Ways 
and Means, and in addition to the Commit-
tees on Energy and Commerce, and Edu-
cation and the Workforce, for a period to be 
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subsequently determined by the Speaker, in 
each case for consideration of such provi-
sions as fall within the jurisdiction of the 
committee concerned. 

By Mr. SESSIONS: 
H.R. 2263. A bill to amend the Fair Labor 

Standards Act of 1938 to provide an exemp-
tion from minimum wage and maximum 
hours requirements for certain seasonal fire-
works employees; to the Committee on Edu-
cation and the Workforce. 

By Mr. SHAW (for himself, Mr. ROYCE, 
and Mr. HOUGHTON): 

H.R. 2264. A bill to authorize appropria-
tions for fiscal years 2004 and 2005 to carry 
out the Congo Basin Forest Partnership 
(CBFP) program, and for other purposes; to 
the Committee on International Relations. 

By Mr. SHAW (for himself, Mr. TAN-
NER, Mr. SANDLIN, Mr. FOLEY, Mr. 
LOBIONDO, Mr. ENGLISH, Mrs. JONES 
of Ohio, Mrs. MUSGRAVE, Mr. LEWIS of 
Georgia, Mr. LEWIS of Kentucky, Mr. 
KLECZKA, Mr. STARK, Mr. LEVIN, Mr. 
MATSUI, Mr. GRIJALVA, Mr. COLLINS, 
Mr. DEUTSCH, and Mr. RAMSTAD): 

H.R. 2265. A bill to amend the Internal Rev-
enue Code of 1986 to provide for the treat-
ment of certain expenses of rural letter car-
riers; to the Committee on Ways and Means. 

By Mr. SIMPSON (for himself and Mr. 
OTTER): 

H.R. 2266. A bill to clarify the intent of 
Congress with respect to the continued use 
of established commercial outfitter hunting 
camps on the Salmon River; to the Com-
mittee on Resources. 

By Mr. SMITH of Washington (for him-
self and Mr. DOOLEY of California): 

H.R. 2267. A bill to extend certain trade 
benefits to countries of the greater Middle 
East; to the Committee on Ways and Means. 

By Mr. STRICKLAND (for himself, Mr. 
NEY, Mrs. NAPOLITANO, Mr. TOWNS, 
Mrs. CHRISTENSEN, Mr. MCNULTY, and 
Mr. FARR): 

H.R. 2268. A bill to amend titles XIX and 
XXI of the Social Security Act to expand or 
add coverage of pregnant women under the 
Medicaid and State children’s health insur-
ance program, and for other purposes; to the 
Committee on Energy and Commerce, and in 
addition to the Committee on Ways and 
Means, for a period to be subsequently deter-
mined by the Speaker, in each case for con-
sideration of such provisions as fall within 
the jurisdiction of the committee concerned. 

By Mr. SULLIVAN: 
H.R. 2269. A bill to preserve open competi-

tion and Federal Government neutrality to-
wards the labor relations of Federal Govern-
ment contractors on Federal and federally 
funded construction projects; to the Com-
mittee on Government Reform. 

By Mr. THORNBERRY: 
H.R. 2270. A bill to amend the Agricultural 

Marketing Act of 1946 to extend the country 
of origin labeling requirements of such Act 
to additional agricultural commodities, to 
provide for the implementation of such re-
quirements to certain covered commodities, 
and for other purposes; to the Committee on 
Agriculture. 

By Mr. TIAHRT (for himself and Mr. 
BOSWELL): 

H.R. 2271. A bill to enable the United 
States to maintain its leadership in aero-
nautics and aviation; to the Committee on 
Science, and in addition to the Committee 
on Transportation and Infrastructure, for a 
period to be subsequently determined by the 
Speaker, in each case for consideration of 
such provisions as fall within the jurisdic-
tion of the committee concerned. 

By Mr. TOWNS (for himself, Mr. SCOTT 
of Virginia, Mr. BISHOP of Georgia, 
Ms. WATSON, Ms. JACKSON-LEE of 
Texas, Ms. EDDIE BERNICE JOHNSON of 
Texas, Mr. OWENS, Mr. DAVIS of Illi-
nois, and Ms. MILLENDER-MCDONALD): 

H.R. 2272. A bill to establish a digital and 
wireless network technology program, and 
for other purposes; to the Committee on 
Science, and in addition to the Committee 
on Education and the Workforce, for a period 
to be subsequently determined by the Speak-
er, in each case for consideration of such pro-
visions as fall within the jurisdiction of the 
committee concerned. 

By Mr. UDALL of New Mexico (for 
himself, Mrs. MCCARTHY of New 
York, Mr. BLUMENAUER, Mr. RYAN of 
Ohio, and Mr. GEORGE MILLER of Cali-
fornia): 

H.R. 2273. A bill to amend the Federal Meat 
Inspection Act and the Poultry Products In-
spection Act to authorize the Secretary of 
Agriculture to order the recall of meat and 
poultry that is adulterated, misbranded, or 
otherwise unsafe; to the Committee on Agri-
culture. 

By Mr. UDALL of New Mexico (for 
himself, Mr. SERRANO, Mr. GRIJALVA, 
Mr. REYES, Mr. MENENDEZ, Ms. SOLIS, 
Mr. RODRIGUEZ, and Mr. PASTOR): 

H.R. 2274. A bill to designate the United 
States courthouse at South Federal Place in 
Santa Fe, New Mexico, as the ‘‘Santiago E. 
Campos United States Courthouse‘‘; to the 
Committee on Transportation and Infra-
structure. 

By Mr. VAN HOLLEN (for himself and 
Mrs. MCCARTHY of New York): 

H.R. 2275. A bill to reinstate the require-
ment that firearms dealers comply with the 
Freedom of Information Act by providing in-
formation about firearms purchasers; to the 
Committee on Government Reform. 

By Mr. VAN HOLLEN (for himself, Mr. 
TOM DAVIS of Virginia, Mr. WAXMAN, 
Mrs. JO ANN DAVIS of Virginia, Mr. 
DAVIS of Illinois, Ms. NORTON, Mr. 
WYNN, Mr. CARDIN, Ms. JACKSON-LEE 
of Texas, Mr. MCDERMOTT, Mr. 
FROST, Mr. KILDEE, and Mr. BISHOP of 
New York): 

H.R. 2276. A bill to provide for the estab-
lishment of the National Institutes of Health 
Police, and for other purposes; to the Com-
mittee on Energy and Commerce, and in ad-
dition to the Committee on Government Re-
form, for a period to be subsequently deter-
mined by the Speaker, in each case for con-
sideration of such provisions as fall within 
the jurisdiction of the committee concerned. 

By Mr. WAXMAN (for himself and Ms. 
SCHAKOWSKY): 

H.R. 2277. A bill to amend the Toxic Sub-
stances Control Act to reduce the health 
risks posed by asbestos-containing products; 
to the Committee on Energy and Commerce. 

By Mr. YOUNG of Alaska: 
H.R. 2278. A bill to establish the Kenai 

Mountains-Turnagain Arm National Herit-
age Corridor in the State of Alaska, and for 
other purposes; to the Committee on Re-
sources. 

By Ms. ROYBAL-ALLARD (for herself, 
Mr. ROHRABACHER, Mr. BACA, Mr. 
BECERRA, Mr. BERMAN, Mrs. BONO, 
Mr. CALVERT, Mrs. CAPPS, Mr. 
CARDOZA, Mr. COX, Mr. CUNNINGHAM, 
Mrs. DAVIS of California, Mr. DOOLEY 
of California, Mr. DOOLITTLE, Mr. 
DREIER, Ms. ESHOO, Mr. FARR, Mr. 
FILNER, Mr. GALLEGLY, Ms. HARMAN, 
Mr. HERGER, Mr. HONDA, Mr. HUNTER, 
Mr. ISSA, Mr. LANTOS, Ms. LEE, Mr. 
LEWIS of California, Ms. LOFGREN, 
Mr. MATSUI, Mr. MCKEON, Ms. 
MILLENDER-MCDONALD, Mr. GARY G. 
MILLER of California, Mr. GEORGE 
MILLER of California, Mrs. 
NAPOLITANO, Mr. NUNES, Mr. OSE, Ms. 
PELOSI, Mr. POMBO, Ms. LINDA T. 
SANCHEZ of California, Ms. LORETTA 
SANCHEZ of California, Mr. RADANO-
VICH, Mr. SCHIFF, Mr. SHERMAN, Ms. 
SOLIS, Mr. STARK, Mrs. TAUSCHER, 
Mr. THOMAS, Mr. THOMPSON of Cali-

fornia, Mr. ROYCE, Ms. WATERS, Ms. 
WATSON, Mr. WAXMAN, and Ms. WOOL-
SEY): 

H.J. Res. 57. A joint resolution expressing 
the sense of the Congress in recognition of 
the contributions of the seven Columbia as-
tronauts by supporting establishment of a 
Columbia Memorial Space Science Learning 
Center; to the Committee on Science. 

By Mr. TANCREDO: 
H.J. Res. 58. A joint resolution dis-

approving the rules submitted by the Sec-
retary of the Treasury relating to section 
326(a) of the Uniting and Strengthening 
America by Providing Appropriate Tools Re-
quired to Intercept and Obstruct Terrorism 
(USA PATRIOT ACT) Act of 2001; to the 
Committee on Financial Services. 

By Mr. DREIER (for himself and Mr. 
FROST): 

H. Con. Res. 190. Concurrent resolution to 
establish a joint committee to review House 
and Senate rules, joint rules, and other mat-
ters assuring continuing representation and 
congressional operations for the American 
people; to the Committee on Rules. 

By Mr. DELAY:
H. Con. Res. 191 A Concurrent resolution 

providing for a conditional adjournment of 
the House of Representatives and a condi-
tional recess or adjournment of the Senate; 
considered and agreed to. 

By Mr. BOEHLERT (for himself, Mr. 
LAMPSON, Mr. TOWNS, Mrs. MCCARTHY 
of New York, Mr. HINCHEY, Mr. 
MEEKS of New York, Mr. SERRANO, 
Mr. KING of New York, Mr. HOUGH-
TON, Mr. RANGEL, Mr. FOSSELLA, Mr. 
MCNULTY, Mr. BISHOP of New York, 
Mrs. MALONEY, Mr. MCHUGH, Mr. 
OWENS, Mr. QUINN, Mr. ISRAEL, Mr. 
WALSH, Mr. SWEENEY, Mr. ENGEL, 
Mrs. LOWEY, Mr. NADLER, Ms. 
SLAUGHTER, Mr. REYNOLDS, Mrs. 
KELLY, Mr. CROWLEY, Ms. VELAZQUEZ, 
Mr. WEINER, Ms. LOFGREN, Ms. EDDIE 
BERNICE JOHNSON of Texas, Mr. 
WELDON of Pennsylvania, Mr. GOR-
DON, Ms. JACKSON-LEE of Texas, Ms. 
WOOLSEY, Ms. NORTON, Mr. PALLONE, 
Mr. FOLEY, Ms. DELAURO, Mr. GREEN 
of Texas, Mr. BRADLEY of New Hamp-
shire, Mr. FROST, Mr. LANGEVIN, Mr. 
WAMP, Mr. PAYNE, Ms. DUNN, Mr. 
SANDLIN, Mr. ROSS, Mr. ACEVEDO-
VILA, Mr. LATOURETTE, Mrs. JOHNSON 
of Connecticut, Mr. MORAN of Vir-
ginia, Mr. TERRY, and Mr. GUTIER-
REZ): 

H. Con. Res. 192. Concurrent resolution ex-
pressing the sense of the Congress that a 
postage stamp should be issued as a testi-
monial to the Nation’s tireless commitment 
to reuniting America’s missing children with 
their families, and to honor the memories of 
those children who were victims of abduction 
and murder; to the Committee on Govern-
ment Reform. 

By Mr. BROWN of South Carolina (for 
himself, Mr. DEMINT, Mr. WILSON of 
South Carolina, and Mr. BARRETT of 
South Carolina): 

H. Con. Res. 193. Concurrent resolution en-
couraging employers who employ members 
of the National Guard and Reserve compo-
nents of the Armed Forces to provide a pay 
differential benefit and an extension of em-
ployee benefits to such members while they 
serve on active duty, and commending em-
ployers who already provide such benefits; to 
the Committee on Education and the Work-
force. 

By Ms. CORRINE BROWN of Florida 
(for herself, Mr. ABERCROMBIE, Ms. 
BALDWIN, Mr. BISHOP of New York, 
Mr. BOEHLERT, Mr. BRADY of Pennsyl-
vania, Mrs. CHRISTENSEN, Mr. CON-
YERS, Mr. CUMMINGS, Mr. DAVIS of Il-
linois, Mr. EMANUEL, Mr. ENGEL, Mr. 
ETHERIDGE, Mr. FOLEY, Mr. FROST, 
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Mr. GRIJALVA, Mr. GUTIERREZ, Mr. 
HAYWORTH, Mr. HOLDEN, Mr. HOYER, 
Mr. HYDE, Mr. JACKSON of Illinois, 
Ms. KILPATRICK, Mr. LAHOOD, Mr. 
LANTOS, Ms. LEE, Mrs. MALONEY, Mr. 
MCNULTY, Ms. MILLENDER-MCDON-
ALD, Mr. MORAN of Virginia, Mr. NEY, 
Mr. OWENS, Mr. PASTOR, Mr. PAYNE, 
Mr. RANGEL, Ms. ROS-LEHTINEN, Mr. 
SANDLIN, Mr. STARK, Mr. TOWNS, and 
Mr. WAXMAN): 

H. Con. Res. 194. Concurrent resolution 
supporting the goals and ideals of ‘‘National 
Epilepsy Awareness Month‘‘ and urging fund-
ing for epilepsy research and service pro-
grams; to the Committee on Energy and 
Commerce. 

By Mr. CLAY (for himself, Mr. 
ACEVEDO-VILA, Mr. PAYNE, Mrs. 
CHRISTENSEN, Mr. PALLONE, Mr. 
OBERSTAR, Mr. COSTELLO, Mrs. EMER-
SON, Ms. LINDA T. SANCHEZ of Cali-
fornia, Ms. KAPTUR, Mr. BERRY, Mr. 
FROST, Mr. SANDLIN, Mr. ROSS, Mr. 
GRAVES, Ms. JACKSON-LEE of Texas, 
and Mr. STRICKLAND): 

H. Con. Res. 195. Concurrent resolution ex-
pressing the sense of Congress that a minute 
of silence should be observed annually at 
11:00 a.m. on Veterans Day, November 11, in 
honor of the veterans of all United States 
wars and to memorialize those members of 
the Armed Forces who gave their lives in the 
defense of the United States; to the Com-
mittee on Veterans’ Affairs. 

By Ms. EDDIE BERNICE JOHNSON of 
Texas (for herself and Mr. HOBSON): 

H. Con. Res. 196. Concurrent resolution ex-
pressing the sense of Congress that the 
United States should provide assistance for 
women and women’s organizations in Iraq in 
order to strengthen and stabilize the emerg-
ing Iraqi democracy; to the Committee on 
International Relations. 

By Mr. KOLBE (for himself, Mr. NEAL 
of Massachusetts, Mr. DAVIS of Flor-
ida, Mr. DOOLEY of California, Mr. 
FROST, Mr. HOYER, Mr. GARY G. MIL-
LER of California, Mr. MOORE, Mr. 
GREEN of Texas, Mr. DREIER, Mr. 
BASS, Mr. BILIRAKIS, Mrs. BONO, Mr. 
BRADY of Texas, Mr. CUNNINGHAM, 
Mrs. KELLY, Mr. KNOLLENBERG, Mr. 
MANZULLO, Mr. PRICE of North Caro-
lina, Mr. RAMSTAD, Mr. TERRY, and 
Mr. WELLER): 

H. Con. Res. 197. Concurrent resolution ex-
pressing the sense of Congress regarding 
housing affordability and urging fair and ex-
peditious review by international trade pan-
els to ensure a competitive North American 
market for softwood lumber; to the Com-
mittee on Ways and Means. 

By Mrs. LOWEY: 
H. Con. Res. 198. Concurrent resolution ex-

pressing the sense of the Congress that a 
commemorative postage stamp should be 
issued in honor of Helen Hayes; to the Com-
mittee on Government Reform. 

By Mr. ROGERS of Michigan (for him-
self, Mr. QUINN, Mr. UPTON, Mrs. MIL-
LER of Michigan, Mr. MCCOTTER, Mr. 
EHLERS, Mr. CAMP, and Mr. REY-
NOLDS): 

H. Con. Res. 199. Concurrent resolution rec-
ognizing and affirming the efforts of the 
Great Lakes Governors and Premiers in de-
veloping a common standard for decisions re-
lating to withdrawal of water from the Great 
Lakes and urging that management author-
ity over the Great Lakes should remain vest-
ed with the Governors and Premiers; to the 
Committee on International Relations. 

By Ms. LORETTA SANCHEZ of Cali-
fornia (for herself, Mr. BECERRA, Mr. 
REYES, Mr. RODRIGUEZ, Mr. FROST, 
Mr. CASE, Mr. CAPUANO, Ms. LINDA T. 

SANCHEZ of California, Ms. JACKSON-
LEE of Texas, Mrs. NAPOLITANO, Mr. 
GONZALEZ, Mr. LINCOLN DIAZ-BALART 
of Florida, Mr. HINOJOSA, Mr. BROWN 
of Ohio, Mr. LARSON of Connecticut, 
Mr. MEEKS of New York, Mr. MENEN-
DEZ, Mr. ORTIZ, Mr. GRIJALVA, Mr. 
PASTOR, Ms. SOLIS, Mr. KIND, Mr. 
UDALL of New Mexico, Mr. UDALL of 
Colorado, Ms. MILLENDER-MCDONALD, 
Mr. SERRANO, Mr. FARR, Mr. GEORGE 
MILLER of California, Mr. HINCHEY, 
Ms. MAJETTE, Ms. KAPTUR, Mr. 
DELAHUNT, Mr. SANDLIN, Mr. FORD, 
and Mr. SCOTT of Virginia): 

H. Con. Res. 200. Concurrent resolution rec-
ognizing Gonzalo and Felicitas Mendez for 
ending segregation in schools in Orange 
County, California, and for setting the prece-
dent for the historic Brown v. Board of Edu-
cation case, which ended segregation in 
schools across the United States; to the 
Committee on the Judiciary. 

By Mr. WELDON of Pennsylvania (for 
himself and Mr. WILSON of South 
Carolina): 

H. Con. Res. 201. Concurrent resolution 
congratulating the Russian Federation and 
the citizens of St. Petersburg on the 300th 
anniversary of the founding of the city; to 
the Committee on International Relations. 

By Mr. LANTOS (for himself and Mr. 
BLUNT): 

H. Res. 250. A resolution condemning the 
terrorist bombings in Saudi Arabia, Mo-
rocco, and Israel, urging strengthened efforts 
in the fight against terrorism, and calling 
upon the Palestinian Authority to take ef-
fective action against terrorism; to the Com-
mittee on International Relations. 

By Mr. MARSHALL: 
H. Res. 251. A resolution providing for con-

sideration of the bill (H.R. 303) to amend 
title 10, United States Code, to permit re-
tired members of the Armed Forces who have 
a service-connected disability to receive 
both military retired pay by reason of their 
years of military service and disability com-
pensation from the Department of Veterans 
Affairs for their disability; to the Committee 
on Rules. 

By Mr. BLUNT (for himself, Mr. 
HASTERT, Mr. DELAY, Ms. PRYCE of 
Ohio, Mr. GOODLATTE, Mr. STENHOLM, 
and Mr. CARDOZA): 

H. Res. 252. A resolution expressing the 
sense of the House of Representatives sup-
porting the United States in its efforts with-
in the World Trade Organization (WTO) to 
end the European Union’s protectionist and 
discriminatory trade practices of the past 
five years regarding agriculture bio-
technology; to the Committee on Ways and 
Means. 

By Mr. PALLONE (for himself, Mr. 
LAMPSON, Mr. FOLEY, Mr. ACEVEDO-
VILA, Ms. CORRINE BROWN of Florida, 
Mr. FROST, Ms. MILLENDER-MCDON-
ALD, Ms. KAPTUR, Mr. PAYNE, Mr. 
ROTHMAN, Mr. SCHIFF, Mr. WILSON of 
South Carolina, and Mr. WEXLER): 

H. Res. 254. A resolution recognizing the 
‘‘Code Adam’’ child safety program, com-
mending retail businesses and public estab-
lishments that have implemented programs 
to protect children from an abduction or lost 
scenario, and urging retail businesses and 
public establishments that have not imple-
mented such programs to consider doing so; 
to the Committee on Energy and Commerce.

f

PRIVATE BILLS AND 
RESOLUTIONS 

Under clause 3 of rule XII, private 
bills and resolutions of the 

followingtitles were introduced and 
severally referred, as follows:

By Mr. ANDREWS: 
H.R. 2279. A bill for the relief of Moham-

med Manir Hossain, Ferdous Ara Manir, and 
Maish Samiha Manir; to the Committee on 
the Judiciary. 

By Ms. ESHOO: 
H.R. 2280. A bill for the relief of Yevgeniya 

Dobrovolska and Mykola Dobrovolskyy; to 
the Committee on the Judiciary. 

By Mr. MCNULTY: 
H.R. 2281. A bill for the relief of Asad 

Mohamed Alkurabi; to the Committee on the 
Judiciary.

f 

ADDITIONAL SPONSORS 

Under clause 7 of rule XII, sponsors 
were added to public bills and resolu-
tions as follows:

H.R. 20: Mrs. JOHNSON of Connecticut. 
H.R. 25: Mr. WILSON of South Carolina. 
H.R. 44: Mr. LATHAM and Mr. WILSON of 

South Carolina. 
H.R. 57: Mr. RAMSTAD, Mr. GILCHREST, Mr. 

LAMPSON, Mrs. BLACKBURN, Mr. NUNES, Mr. 
HYDE, Mr. OSE, Mr. GOODLATTE, Mrs. 
BIGGERT, Mr. CHABOT, and Mr. DELAY. 

H.R. 91: Mr. BARTON of Texas, Mr. BELL, 
Mr. BRADY of Texas, Mr. BURGESS, Mr. 
CARTER, Mr. CULBERSON, Mr. DOGGETT, Mr. 
EDWARDS, Mr. FROST, Mr. GONZALEZ, Ms. 
GRANGER, Mr. GREEN of Texas, Mr. HALL, Mr. 
HINOJOSA, Ms. EDDIE BERNICE JOHNSON of 
Texas, Mr. SAM JOHNSON of Texas, Mr. 
LAMPSON, Mr. PAUL, Mr. REYES, Mr. 
RODRIGUEZ, Mr. SESSIONS, Mr. SANDLIN, Mr. 
SMITH of Texas, Mr. STENHOLM, Mr. THORN-
BERRY, Mr. TURNER of Texas, Mr. ORTIZ, and 
Mr. HENSARLING. 

H.R. 106: Mr. BISHOP of Utah. 
H.R. 107: Mr. PRICE of North Carolina. 
H.R. 120: Mr. GARRETT of New Jersey and 

Mr. FRANKS of Arizona.
H.R. 125: Ms. WATSON, Ms. NORTON, Mr. INS-

LEE, Mr. LEWIS of Georgia, Mr. BERMAN, and 
Mr. STARK. 

H.R. 130: Mr. ANDREWS, Ms. LINDA T. 
SANCHEZ of California, and Mr. THOMPSON of 
Mississippi. 

H.R. 148: Mr. MEEKS of New York. 
H.R. 149: Mr. PETERSON of Minnesota. 
H.R. 208: Ms. SLAUGHTER and Mr. EMANUEL. 
H.R. 218: Mr. GARRETT of New Jersey and 

Mr. MARIO DIAZ-BALART of Florida. 
H.R. 223: Mr. FRANKS of Arizona. 
H.R. 235: Mr. ROGERS of Michigan, Mr. 

LAHOOD, Mr. FLAKE, Mr. WELDON of Pennsyl-
vania, and Mr. NEY. 

H.R. 277: Mr. CALVERT, Ms. GINNY BROWN-
WAITE of Florida, and Mr. BARRETT of South 
Carolina. 

H.R. 278: Mr. CHABOT. 
H.R. 282: Mr. LUCAS of Kentucky and Mr. 

FRANKS of Arizona. 
H.R. 284: Mr. EHLERS, Mrs. LOWEY, Mr. 

FRANK of Massachusetts, Mr. CROWLEY, Mr. 
QUINN, Mr. ANDREWS, Mr. TAYLOR of North 
Carolina, Mr. MATHESON, Mr. BARRETT of 
South Carolina, and Mr. GREEN of Wisconsin. 

H.R. 290: Mr. CARDIN. 
H.R. 296: Mr. PALLONE. 
H.R. 300: Mr. CHOCOLA. 
H.R. 303: Mr. KIND and Mr. SWEENEY.
H.R. 328: Mr. SHERMAN, Mr. DINGELL, Mr. 

HAYES, Mr. COLLINS, Ms. MCCOLLUM, and Mr. 
HINOJOSA. 

H.R. 336: Mr. MCCOTTER and Mr. ABER-
CROMBIE. 

H.R. 347: Mr. GREEN of Texas. 
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H.R. 348: Mr. GREEN of Texas and Mr. 

PALLONE. 
H.R. 375: Ms. KILPATRICK. 
H.R. 401: Mr. RYUN of Texas. 
H.R. 414: Mr. RYAN of Ohio, Mr. DEFAZIO, 

Ms. KILPATRICK, Mr. PASCRELL, Mr. BROWN of 
Ohio, and Ms. WOOLSEY. 

H.R. 424: Mr. SOUDER and Mr. WEXLER. 
H.R. 433: Mr. HONDA. 
H.R. 434: Mr. CULBERSON, Ms. GINNY 

BROWN-WAITE of Florida, Mr. HENSARLING, 
and Ms. PRYCE of Ohio. 

H.R. 438: Ms. GINNY BROWN-WAITE of Flor-
ida. 

H.R. 442: Mr. BOUCHER. 
H.R. 466: Ms. LORETTA SANCHEZ of Cali-

fornia, Ms. LINDA T. SANCHEZ of California, 
Mr. BASS, Mr. DOOLEY of California, Mr. VAN 
HOLLEN, Mr. MEEK of Florida, and Mr. DAVIS 
of Florida. 

H.R. 490: Mr. MORAN of Virginia. 
H.R. 502: Mr. OTTER. 
H.R. 513: Mrs. NORTHUP. 
H.R. 527: Mr. BERMAN. 
H.R. 528: Mr. GARRETT of New Jersey.
H.R. 548: Ms. ROYBAL-ALLARD, Mr. CANTOR, 

Mr. BISHOP of Utah, Mr. KIRK, Mr. COOPER, 
and Mr. KIND. 

H.R. 574: Mr. WILSON of South Carolina. 
H.R. 583: Mr. WHITFIELD. 
H.R. 586: Mr. GINGREY, Mr. HALL, Mr. GOR-

DON, and Mr. MICHAUD. 
H.R. 589: Mr. VISCLOSKY. 
H.R. 591: Mr. FROST. 
H.R. 594: Ms. DEGETTE, Mr. CROWLEY, and 

Mr. QUINN. 
H.R. 615: Mr. BARRETT of South Carolina. 
H.R. 645: Mr. LEACH, Mr. PETERSON of Min-

nesota, Mr. BAKER, Mr. TANNER, and Mr. 
SIMPSON. 

H.R. 660: Mr. DELAY, Mr. BRADY of Texas, 
Mr. BARTON of Texas, Mr. THORNBERRY, Mr. 
CULBERSON, Mr. PAUL, and Mr. RENZI. 

H.R. 661: Ms. BALDWIN. 
H.R. 664: Mrs. DAVIS of California and Mr. 

MCDERMOTT. 
H.R. 669: Mr. MCINTYRE, Mr. CRAMER, Mr. 

HILL, Mr. DICKS, and Mr. GALLEGLY. 
H.R. 687: Mr. TANCREDO. 
H.R. 713: Mr. REHBERG. 
H.R. 714: Mr. VITTER. 
H.R. 720: Mr. COX. 
H.R. 721: Mr. PAUL. 
H.R. 736: Mr. PASCRELL.
H.R. 742: Mr. OSE, Mr. ISAKSON, Mr. 

GRIJALVA, Mr. WALDEN of Oregon, Mr. CAN-
NON, Mr. VITTER, Mr. GINGREY, and Mr. KIND. 

H.R. 806: Mr. SIMPSON, Mr. DAVIS of Illi-
nois, and Mrs. DAVIS of California. 

H.R. 819: Mr. HINOJOSA. 
H.R. 834: Ms. LINDA T. SANCHEZ of Cali-

fornia and Ms. SOLIS. 
H.R. 839: Mr. GIBBONS, Mr. CARSON of Okla-

homa, Mrs. BIGGERT, Mr. JOHNSON of Illinois, 
Mr. CUNNINGHAM, and Mr. WHITFIELD. 

H.R. 847: Mr. PETERSON of Minnesota and 
Mr. JANKLOW. 

H.R. 871: Mr. BOOZMAN. 
H.R. 876: Mr. COBLE. 
H.R. 882: Mr. HALL and Mr. WILSON of 

South Carolina. 
H.R. 898: Mr. PAYNE, Mr. OLVER, Mr. 

SCHIFF, Mr. RYAN of Ohio, Mr. MURTHA, Mr. 
PASCRELL, Mr. JEFFERSON, Mr. FRANKS of Ar-
izona, Mr. SABO, Mr. ACKERMAN, Mr. SHER-
MAN, Mr. BOOZMAN, Mr. GEPHARDT, and Ms. 
WATERS. 

H.R. 919: Mr. VISCLOSKY, Mr. BOEHLERT, 
Mr. MURTHA, Mr. SNYDER, Mr. BRADY of 
Texas, Mr. BURNS, Mr. BRADY of Pennsyl-
vania, and Mr. DINGELL. 

H.R. 926: Mr. BARRETT of South Carolina. 
H.R. 932: Mr. REHBERG. 
H.R. 937: Mr. BISHOP of Georgia. 
H.R. 956: Ms. LINDA T. SANCHEZ of Cali-

fornia. 
H.R. 970: Mr. MICHAUD and Mr. ALLEN. 
H.R. 977: Mr. DOOLEY of California.

H.R. 983: Mr. LEWIS of California. 
H.R. 990: Mr. WICKER, Mr. BONILLA, Mr. 

FRANKS of Arizona, Mr. BILIRAKIS, Mr. ROSS, 
Mr. JONES of North Carolina, Mr. YOUNG of 
Alaska, and Mr. ALEXANDER. 

H.R. 996: Mr. SANDLIN, Mr. BONILLA, Mr. 
WAMP, Mr. VITTER, Mr. SHIMKUS, Mr. 
BALLENGER, Mr. LINCOLN DIAZ-BALART of 
Florida, Mr. NETHERCUTT, Mr. HULSHOF, Mr. 
ENGLISH, Mr. BURGESS, Mr. COOPER, Mr. 
LEACH, and Mr. HALL. 

H.R. 1008: Mrs. EMERSON. 
H.R. 1031: Mr. MEEKS of New York, Ms. 

EDDIE BERNICE JOHNSON of Texas, Mr. OBER-
STAR, and Mr. MARIO DIAZ-BALART of Flor-
ida. 

H.R. 1032: Mr. CASE. 
H.R. 1043: Mr. WYNN. 
H.R. 1046: Ms. HARMAN and Mr. COBLE. 
H.R. 1059: Mr. GARRETT of New Jersey. 
H.R. 1063: Mr. THORNBERRY, Mr. 

HOSTETTLER, and Mr. JONES of North Caro-
lina. 

H.R. 1068: Mr. LYNCH, Mrs. NORTHUP, and 
Mr. WEXLER. 

H.R. 1096: Mr. NETHERCUTT. 
H.R. 1102: Mr. PICKERING, Ms. LORETTA 

SANCHEZ of California, Ms. MAJETTE, Mr. 
VISCLOSKY, and Mr. WU. 

H.R. 1105: Mr. GONZALEZ, Mr. COOPER, and 
Mr. DAVIS of Florida. 

H.R. 1111: Mr. WAMP. 
H.R. 1119: Mr. COX, Mrs. CUBIN, Mr. GIB-

BONS, Mr. BURR, Mr. COBLE, Mr. GOSS, Mr. 
HERGER, Mr. KNOLLENBERG, Mr. TURNER of 
Ohio, Mr. FOLEY, Mr. SESSIONS, Mr. GARY G. 
MILLER of California, Mr. RADANOVICH, Mr. 
BEREUTER, Mr. SHAW, Mr. SMITH of Texas, 
and Ms. HARRIS. 

H.R. 1120: Mr. MEEKS of New York, Mr. 
GOODE, and Mr. KINGSTON. 

H.R. 1130: Mr. KILDEE. 
H.R. 1157: Mr. YOUNG of Alaska. 
H.R. 1162: Mr. HONDA. 
H.R. 1196: Ms. LINDA T. SANCHEZ of Cali-

fornia. 
H.R. 1209: Ms. LORETTA SANCHEZ of Cali-

fornia and Mr. MCGOVERN. 
H.R. 1210: Mr. BAIRD. 
H.R. 1213: Mr. HOLDEN. 
H.R. 1229: Mr. LIPINSKI. 
H.R. 1250: Mr. CRANE. 
H.R. 1264: Mr. WYNN and Mr. PALLONE. 
H.R. 1275: Mr. SCHIFF. 
H.R. 1288: Mr. GONZALEZ, Mr. WEXLER, Mr. 

SCHROCK, and Ms. WOOLSEY. 
H.R. 1294: Mr. MARKEY, Mrs. CAPPS, Mr. 

ENGEL, Ms. MCCARTHY of Missouri, Mr. LAN-
TOS, and Mr. MCGOVERN.

H.R. 1304: Mr. SANDLIN. 
H.R. 1305: Mr. NETHERCUTT and Mr. 

CHABOT. 
H.R. 1306: Mr. DEUTSCH and Mr. SANDLIN. 
H.R. 1323: Mr. OWENS. 
H.R. 1336: Mr. BEAUPREZ.
H.R. 1345: Ms. LEE. 
H.R. 1347: Mr. DOYLE. 
H.R. 1348: Mr. STRICKLAND. 
H.R. 1367: Mr. COOPER and Mr. GORDON. 
H.R. 1377: Mr. GARRETT of New Jersey and 

Mr. RUSH. 
H.R. 1381: Mr. BISHOP of Georgia, Mr. JEF-

FERSON, Mr. HOEFFEL, Ms. LORETTA SANCHEZ 
of California, and Mr. CLAY. 

H.R. 1385: Ms. WATSON, Mrs. DAVIS of Cali-
fornia, Mr. PASTOR, Mr. MOORE, Mr. BOYD, 
and Mr. PRICE of North Carolina. 

H.R. 1406: Mr. TERRY, Mr. ANDREWS, and 
Mr. FROST. 

H.R. 1414: Mr. DAVIS of Illinois and Mr. 
TIERNEY. 

H.R. 1421: Mr. KENNEDY of Rhode Island. 
H.R. 1422: Mr. EMANUEL, Mr. FATTAH, and 

Mr. WEXLER. 
H.R. 1425: Mr. PASCRELL. 
H.R. 1429: Ms. LINDA T. SANCHEZ of Cali-

fornia. 
H.R. 1430: Mr. BLUMENAUER and Mr. LAN-

TOS. 

H.R. 1472: Mr. PETERSON of Pennsylvania, 
Mr. DEUTSCH, and Ms. BALDWIN. 

H.R. 1479: Mr. NEAL of Massachusetts. 
H.R. 1510: Mr. REYES. 
H.R. 1511: Mr. CUNNINGHAM, Mr. OSE, Mr. 

ROGERS of Kentucky, Mr. ADERHOLT, Mr. 
BARTON of Texas, Mr. BONILLA, Mr. SANDLIN, 
Mr. DICKS, Mr. BERMAN, Mr. GEPHARDT, Mr. 
LIPINSKI, Ms. MAJETTE, Mr. FROST, Mr. CLAY, 
Mr. TOWNS, Mr. BOWSELL, Mr. MURTHA, and 
Mrs. MCCARTHY of New York.

H.R. 1543: Mr. SENSENBRENNER. 
H.R. 1551: Ms. SLAUGHTER, Ms. KAPTUR, Ms. 

JACKSON-LEE of Texas, Mr. WAXMAN, Mr. 
DAVIS of Illinois, Ms. LEE, Mr. GRIJALVA, Mr. 
LANTOS, Ms. MILLENDER-MCDONALD, and Mr. 
KILDEE. 

H.R. 1554: Mr. KILDEE. 
H.R. 1592: Mr. GRIJALVA, Mr. SOUDER, Mr. 

EVANS, Mr. BROWN of Ohio, and Mr. FROST. 
H.R. 1606: Mrs. JO ANN DAVIS of Virginia. 
H.R. 1622: Mr. HALL, Mr. DAVIS of Illinois, 

Mr. WAMP, Mr. OWENS, Mr. WOLF, Mrs. 
NORTHUP, Mr. SANDERS, Mr. ABERCROMBIE, 
Mr. INSLEE, Mr. TANNER, Mr. THOMPSON of 
Mississippi, Mr. ENGLISH, Mr. THORNBERRY, 
Mr. MORAN of Virginia, Mr. FRANK of Massa-
chusetts, Mr. EMANUEL, Mr. DEAL of Georgia, 
Mr. LIPINSKI, and Mr. DUNCAN. 

H.R. 1628: Mr. YOUNG of Alaska. 
H.R. 1634: Mr. HOLT. 
H.R. 1643: Mr. HOBSON. 
H.R. 1653: Mr. WAMP and Mr. PLATTS. 
H.R. 1657: Mr. MCNULTY, Mr. BOSWELL, Mr. 

FROST, Ms. MILLENDER-MCDONALD, Ms. HAR-
MAN, and Ms. JACKSON-LEE of Texas. 

H.R. 1675: Mr. HALL and Mr. RYUN of Kan-
sas. 

H.R. 1676: Ms. SCHAKOWSKY. 
H.R. 1688: Mr. LARSEN of Washington, Ms. 

VELAZQUEZ, Mr. ROTHMAN, Mrs. JONES of 
Ohio, and Mr. RYAN of Ohio.

H.R. 1694: Mr. EMANUEL, Mr. TIERNEY, and 
Mr. SNYDER. 

H.R. 1710: Mr. PLATTS, Mr. LYNCH, Mr. 
DELAHUNT, Mr. WEINER, and Mr. PETERSON of 
Minnesota. 

H.R. 1717: Ms. SOLIS. 
H.R. 1721: Mr. MARKEY. 
H.R. 1738: Mr. RUSH and Mr. STRICKLAND. 
H.R. 1746: Mr. HOUGHTON and Mr. WATT. 
H.R. 1749: Mr. WEXLER. 
H.R. 1767: Mr. RENZI, Mr. KINGSTON, and 

Mr. CANTOR. 
H.R. 1769: Mr. NEY, Mr. MCHUGH, Mr. 

GRAVES, and Mr. MORAN of Kansas. 
H.R. 1776: Mr. ROYCE. 
H.R. 1779: Mr. FOLEY. 
H.R. 1783: Mr. FRANKS of Arizona. 
H.R. 1784: Mr. KILDEE, Mr. UPTON, Ms. 

BERKLEY, and Mr. MATSUI. 
H.R. 1787: Mr. STEARNS. 
H.R. 1811: Ms. KAPTUR, Mr. POMEROY, Mr. 

COOPER, Mr. REHBERG, Mr. FRANK of Massa-
chusetts, Mr. WEXLER, Mr. SNYDER, Mr. 
LOBIONDO, Mr. TIERNEY, and Ms. LOFGREN. 

H.R. 1813: Mr. WALSH and Mr. DELAHUNT. 
H.R. 1824: Mr. CLAY, Mr. HINCHEY, Mrs. 

LOWEY, Mr. OWENS, Mr. BOEHLERT, Mr. 
MCNULTY, Ms. WOOLSEY, Mr. SOUDER, and 
Mr. PETERSON of Minnesota. 

H.R. 1828: Mr. KNOLLENBERG, Mr. WYNN, 
Mr. SCHROCK, Ms. MAJETTE, Mr. COSTELLO, 
Mr. OLVER, Mr. CRAMER, Mrs. MILLER of 
Michigan, Mr. BRADLEY of New Hampshire, 
Mr. GREEN of Texas, Mr. ENGLISH, Mr. 
HOYER, Mr. STUPAK, Mr. SOUDER, Mr. 
GUTIERREZ, Mr. WAMP, Mr. SHADEGG, Mrs. 
MUSGRAVE, Mr. COLE, and Mr. LAMPSON. 

H.R. 1873: Mr. FRANKS of Arizona and Mr. 
PAUL. 

H.R. 1886: Mr. SCOTT of Georgia. 
H.R. 1889: Mr. BAIRD, Mr. FRANK of Massa-

chusetts, Ms. DEGETTE, Ms. LEE, Mr. 
DELAHUNT, Ms. JACKSON-LEE of Texas, Mr. 
BISHOP of New York, Mr. WU and Ms. 
LOFGREN. 

H.R. 1902: Mr. QUINN, Mr. OWENS, and Mr. 
WEXLER. 
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H.R. 1905: Mr. DOYLE. 
H.R. 1910: Mr. WATT, Mr. WU, Mr. PAYNE, 

and Mr. ANDREWS. 
H.R. 1913: Mr. MCHUGH. 
H.R. 1917: Mr. FROST and Mr. RAHALL. 
H.R. 1918: Mr. FROST and Mr. RAHALL. 
H.R. 1919: Mr. FROST, Mr. RAHALL, and Mr. 

ANDREWS. 
H.R. 1933: Mr. ABERCROMBIE and Ms. LEE.
H.R. 1951: Mrs. MCCARTHY of New York. 
H.R. 1956: Mr. HOEFFEL, Mr. PETERSON of 

Minnesota, and Mr. WEXLER. 
H.R. 1963: Mr. BACHUS and Mr. BOSWELL. 
H.R. 1981: Mr. DELAHUNT. 
H.R. 1990: Ms. BALDWIN. 
H.R. 1997: Mr. BISHOP of Utah, Mr. ALEX-

ANDER, Mr. BOOZMAN, Mr. SESSIONS, Mr. 
KNOLLENBERG, Mr. PUTNAM, Mr. DAVIS of 
Tennessee, and Mr. REHBERG.

H.R. 2000: Mr. GREEN of Texas, Mr. DAVIS of 
Florida, Mr. WYNN, and Ms. SOLIS. 

H.R. 2011: Mrs. CAPPS, Ms. MCCARTHY of 
Missouri, Ms. SLAUGHTER, Mr. STUPAK, Mr. 
PLATTS, Mr. SANDERS, Mr. BOYD, and Ms. 
SCHAKOWSKY. 

H.R. 2023: Ms. GINNY BROWN-WAITE of Flor-
ida and Mr. PAUL. 

H.R. 2030: Mr. OSE and Mr. BURTON of Indi-
ana. 

H.R. 2035: Mr. HOLT and Mr. BLUMENAUER. 
H.R. 2046: Mr. MEEHAN. 
H.R. 2047: Mr. GREEN of Texas. 
H.R. 2052: Mr. ETHERIDGE, Mrs. WILSON of 

New Mexico, Mr. MILLER of North Carolina, 
Mr. JENKINS, Mr. HOLT, Mr. BALLENGER, Mr. 
FARR, Mr. WAMP, Mr. BOUCHER, Mr. PITTS, 
Mr. LUCAS of Kentucky, Mr. JONES of North 
Carolina, Mr. STUPAK, Mr. HAYES, Mr. WYNN, 
Mr. WICKER, Mr. ALLEN, Mr. PLATTS, Mr. 
DAVIS of Florida, Mr. GRIJALVA, Mr. CASE, 

Mr. GORDON, Ms. DEGETTE, Ms. SLAUGHTER, 
Mr. STRICKLAND, Mr. CONYERS, Ms. 
SCHAKOWSKY, Mr. WAXMAN, Ms. CARSON of In-
diana, Mr. JOHN, Mr. MCINTYRE, Mr. KIND, 
Ms. ESHOO, Mr. CARDOZA, Mr. CARSON of 
Oklahoma, Mr. NUNES, and Mr. BROWN of 
Ohio. 

H.R. 2079: Mr. CRAMER and Mr. DICKS. 
H.R. 2085: Mr. PAUL. 
H.R. 2114: Mr. PAUL and Mr. SESSIONS. 
H.R. 2118: Mr. RUSH, Mr. ANDREWS, and Mr. 

BERMAN. 
H.R. 2120: Mr. WATT. 
H.R. 2125: Mr. EMANUEL, Mrs. LOWEY, and 

Mr. RYAN of Ohio.
H.R. 2127: Ms. SCHAKOWSKY, and Ms. SOLIS. 
H.R. 2131: Mr. CALVERT, Mr. SIMMONS, and 

Mr. BACA. 
H.R. 2134: Mr. ROSS and Mr. STRICKLAND. 
H.R. 2156: Mr. HASTINGS of Florida. 
H.R. 2161: Mr. GUTKNECHT. 
H.R. 2169: Ms. LORETTA SANCHEZ of Cali-

fornia. 
H.R. 2180: Mr. ROTHMAN. 
H.R. 2185: Mr. LOBIONDO, Mr. SHIMKUS, and 

Mr. WALDEN of Oregon. 
H.R. 2197: Mr. STARK, Ms. DELAURO, and 

Ms. LEE. 
H.J. Res. 4: Mr. POMEROY, and Mr. 

HASTINGS of Washington. 
H. Con. Res. 21: Mr. CULBERSON. 
H. Con. Res. 49: Mr. LANGEVIN, Mr. BAIRD, 

Mr. TERRY, Mr. PORTER, Mr. SAXTON, Mr. 
FATTAH, and Mr. SESSIONS. 

H. Con. Res. 93: Mr. NORWOOD and Mr. 
ROHRABACHER. 

H. Con. Res. 94: Mr. TIERNEY and Mr. 
OLVER. 

H. Con. Res. 99: Mr. WATT, Mr. SERRANO, 
and Mr. LANTOS. 

H. Con. Res. 116: Mr. PLATTS. 
H. Con. Res. 152: Mr. ETHERIDGE. 
H. Con. Res. 155: Mr. RYAN of Ohio and Mr. 

ABERCROMBIE. 
H. Con. Res. 175: Mr. KENNEDY of Rhode Is-

land. 
H. Res. 38: Ms. MILLENDER-MCDONALD and 

Mr. STARK. 
H. Res. 136: Mr. PAYNE. 
H. Res. 193: Mr. WILSON of South Carolina, 

Mr. ABERCROMBIE, Ms. WOOLSEY, Mr. FROST, 
Mr. DEFAZIO, Mr. BISHOP of New York, Mr. 
DEUTSCH, and Mr. RYAN of Wisconsin. 

H. Res. 199: Mr. ENGEL, Mr. FORD, Mr. 
MARIO DIAZ-BALART of Florida, Mr. STARK, 
Ms. ROS-LEHTINEN, and Mr. SOUDER. 

H. Res. 218: Mr. SANDLIN, Mr. LAMPSON, Mr. 
OBEY, Mr. COOPER, Mr. LEVIN, Ms. LOFGREN, 
Mr. BOEHLERT, Mr. LARSON of Connecticut, 
Mr. BAIRD, Mr. MOORE, Mr. BALLANCE, Mr. 
WU, Mr. CLYBURN, Mr. LYNCH, Mr. HONDA, 
Mr. MOLLOHAN, Mr. KLECZKA, Mr. UDALL of 
Colorado, Mrs. TAUSCHER, Ms. MAJETTE, Mr. 
MARKEY, Mr. PAYNE, Mr. RUSH, Mr. ISRAEL, 
Mr. CUMMINGS, Mr. DAVIS of Florida, and Mr. 
BLUMENAUER. 

H. Res. 228: Mr. HASTINGS of Florida, Mr. 
SCHROCK, Mr. BOYD, Mr. MCGOVERN, and Mr. 
MCNULTY. 

H. Res. 234: Mr. LEVIN, Mr. FROST, Mr. 
UDALL of New Mexico, Ms. LEE, Mr. FRANK of 
Massachusetts, and Mr. ROHRABACHER. 

H. Res. 237: Mr. ROYCE. 
H. Res. 242: Mr. KNOLLENBERG. 
H. Res. 244: Mr. PAYNE. 
H. Res. 246: Mr. GEORGE MILLER of Cali-

fornia, Mr. FROST, Mr. MCDERMOTT, Ms. LEE, 
Ms. JACKSON-LEE of Texas, and Mr. MCNUL-
TY. 
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